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A STUDY IN THE SCIENCE OF WELFARE. 


In the development of economics, according to modern 
scientific methods, perhaps the most urgent demand is 
that which calls for a concept which will bring together 
all the various truths that have been presented, and 
embody them in a consecutively developed and unified 
structure. From the great mass of material which has 
been accumulated, those elements which are adequate and 
useful must be taken and assembled in their proper places, 
the portions lacking must be supplied, and the whole 
placed upon a foundation of well-defined conceptions of 
the actual facts of experience. Such a concept may be 
found in “ Utility of Time.” 

In a general way, “utility of time” is simply an ex- 
pression for the worth of life. According to this view, 
the whole science of economics is concerned with investi- 
gating the general conditions and relations involved in 
determining how each individual must spend his time in 
order to promote his greatest welfare, which, of course, 
includes the welfare of his family, his country, and his 
race. In the sense in which economics is chiefly con- 
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cerned with it, welfare is promoted through the in- 
strumentality of material things which must be brought 
into existence or exploited by the individual,—a process 
that involves more or less effort or sacrifice. Stated in 
terms of the psychological feelings of the individual, this 
production of material things for the purpose of satisfying 
needs or desires, or of gaining pleasure, involves an ex- 
penditure of effort which is accompanied by pain or dis- 
agreeable feelings. Therefore, the real utility of the time 
spent in the pursuit of this pleasure is measured by the 
difference between the pleasure received from the con- 
sumption of the material things and the pain experienced 
in their production. Stated in terms of the metabolism of 
the organism, with which the production of wealth pos- 
sesses certain analogies, the utility of the time spent in 
the production of anything is measured by the difference 
between the building up or preservation of organic tissue 
finally resulting from the act and the tearing down of 
tissue, involved in the effort of production. Stated psy- 
chologically, it is a person’s estimate of the value of 
conduct, and, therefore, leads to a view of actual practice. 
Stated physiologically, it is a theoretically exact estimate 
of the value of an act of conduct, and leads to a view of 
that practice which would be conducive to maximum 
welfare. 

If the effort expended in any act of production during 
a given time be gradually increased, a point will finally 
be reached where the pain experienced will be as great as 
the pleasure, or satisfaction of want, finally resulting 
from it. Since the gain will, then, be no greater than the 
loss, the utility of time, which is the final difference 
between the gain and loss of pleasure, will at this point 
be zero. Therefore, between this point and the point 
at which there is no expenditure of effort at all there 
must be some point at which the utility of time is a 
maximum, It will simplify the treatment, therefore, of 
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exchange, capital, land, wages, etc., if we always assume 
that the intensity of effort, the pain experienced, during 
an act of production, has such a value that the utility of 
time at any moment during an act of production, or the 
final difference, between the gain and loss of pleasure, or 
the welfare involved in the act, is always a maximum. 

In the apportionment of time to the production of goods 
of different kinds, a maximum satisfaction of want will be 
afforded when the utility of the last increment of the time 
spent in every kind of production has the same value. 
And, when this is the case, the ratio of the rates of produc- 
tion of the last increments of any two kinds of products 
will be inversely proportional to the ratio of their respec- 
tive utilities. 

The relative utilities of time of any two individuals 
in production will depend upon differences in their condi- 
tions, that cause differences in their rates of production 
and in the utilities of their products. Their relative rates 
of production will depend upon differences in their skill 
and in the quantity of capital they possess, and the rela- 
tive utilities of their product will depend upon differences 
in the quantities of other products already available for 
their consumption at the same time, 

When the utilities of time of two individuals in produc- 
tion are a maximum, the rate of exchange of their products 
must be proportional to the ratio of their rates of produc- 
tion of the products, modified by their relative skill and 
capital, and must also be inversely proportional to the ratio 
of the utilities of the two products to the two individuals, 
modified by the relative quantities of other products which 
are also available for their consumption at the same time; 
that is, the utilities of time of two parties to an exchange 
must be equal, except as modified by the factors of skill, 
capital, and other available products. Practically, the 
final equilibrium of exchange is held at this point because 
individuals are always seeking to become engaged in those 
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industries the rewards of which are such as afford a 
high utility of time, and are leaving those in which the 
utility of time has become low, which sets up a movement 
of prices towards the equilibrium point except when 
checked by conditions of monopoly. It will be seen by 
this explanation of exchange that such non-emerging quan- 
tities as the merchant’s utility of the goods he sells and 
rate of production of the goods he buys do not enter into 
the problem, and that the classical and Austrian theories 
of value are reconciled, since the ratio of the rates of pro- 
duction, which corresponds to the cost of production of 
the classical theory, must at the final equilibrium be equal 
to the inverse ratio of the utilities of products, as defined 
by the Austrian theory. 

In the apportionment of time between the production of 
present goods and the production of capital the maximum 
satisfaction of want is determined in precisely the same 
manner as in the apportionment of time between the pro- 
duction of goods of different kinds, but the utility of the 
capital is arrived at indirectly by its consumption in the 
production of goods in the future. The relations arising 
from this apportionment are of peculiar importance, as 
will be seen when we come to the treatment of interest, 
and may conveniently be represented by diagrams. In 
diagram 1 (see page 240) let the distance from O to a 
point T in the line OT represent the time spent in the 
production of a given capital. Let the rate at which 
this capital is being produced at any moment be repre- 
sented by the height of the point in the line cc, verti- 
cally over the point T in the line OT that marks the 
time which has already been spent in the production of 
the given quantity of capital. Suppose the rate of pro- 
duction of capital remains the same at all times. Then 
the line cc which repre ots this rate of production of 
capital will be a straigh line parallel to the line OT; 
and the quantity of capit that has been produced at any 
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time will be represented by the area enclosed by the lines 
ec, OT, OF, and a vertical line raised from the point T 
that marks the length of the time that has been spent in 
the production of the given capital. Now suppose that 
during a subsequent period of time, while goods are being 
produced, this capital is consumed in such production, and 
that the quantity of goods so produced is greater than it 
would have been if this capital had not been so consumed. 
Then the amount of this increase n the quantity of goods 
produced in this subsequent period, that results from each 
unit of capital produced in the preceding period, may be 
regarded as the yield of capital at the moment of its pro- 
duction. The value of this yield may be represented in 
the diagram by the height of a point in the line yy, verti- 
cally above the point T in the line OT, that marks the 
time at which the corresponding increment of the capital 
is being produced. 

Then the virtual rate of production of goods during 
the actual production of capital is the product of 
the rate of production of capital and the yield of cap- 
ital at any moment. Now goods that could be produced 
instead of the capital in the time spent in its production 
may be called present goods, as distinguished from the 
goods which finally result from the consumption of this 
capital, and which on account of their being obtained in 
some period of time subsequent to that in which the capi- 
tal is produced, may be called future goods. The only 
object in spending time in the production of capital is that 
goods will finally result from such production, so that time 
spent in the production of capital may be regarded as virt- 
ually being spent in the production of future goods at a 
rate equal to the product of the rate of production of cap- 
ital and the corresponding yield of capital. As in the case 
of capital, the value of this virtual rate of production of 
future goods may be represented by the height of a point 
in the line g,g,, vertically over the point T in the line OT, 
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that marks the time during which the given capital has 
been produced. If the rate of production of capital and 
the yield of capital are supposed, for convenience, to be 
constant at all times, then the line g,g,, which represents 
this virtual rate of production of future goods, will be a 
straight line parallel to the line OT, and the quantity of 
future goods that has been produced at any time, will be 
represented by the area enclosed by the lines g,g,, OT, 
OF, and a vertical line raised from the point T which 
marks the length of the time that has been spent in the 
production of the given capital. 

Now, as capital is produced for the purpose of yielding 
goods by its consumption during a subsequent period, so 
the goods themselves are only brought into existence for 
the purpose of satisfying wants by their consumption. 
Then, for every increment in the quantity of future goods 
virtually produced in the present, there will be a cor- 
responding increase in the satisfaction of wants resulting 
from the consumption of this increment. The ratio of 
this increase in satisfaction of wants to the rate at which 
these future goods are virtually being produced at any 
moment constitutes the utility of these goods. The 
value of this utility may be represented in the diagram by 
the height of a point in the line u,u,, vertically above the 
point T in the line OT, that marks the time at which the 
increment in the future goods is virtually being pro- 
duced, since it results from the corresponding increment 
of capital that is actually being produced. The satisfac- 
tion of want finally resulting from the production of any 
increment of goods in a definite period of time will gen- 
erally be greater than the satisfaction derived from the 
production of any additional increment during this time. 
As the stock of goods available for consumption during 
a definite time increases, the utility of each addition to 
the stock decreases, so the line u,u, which represents the 
utility of the future goods will be the highest at the 
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commencement of the production of the capital, and 
gradually descend as the stock to be consumed increases, 
The ulterior object of the production of capital is to 
obtain the quantity of future goods that results from the 
time spent in such production; but the ultimate object 
sought is always to enjoy the increase in the satisfaction 
of wants that finally results from the production of the 
capital. And the utility of the time spent in the pro- 
duction of capital is the rate, with regard to this time, at 
which wants will finally be satisfied on account of the 
production of the capital. The utility of time at any 
moment in the virtual production of future goods by the 
actual production of capital is equal to the product of the 
virtual rate of production of future goods, and the corre- 
sponding utility of the future goods that are produced at 
this rate, or the product of the rate of production of 
capital, the corresponding yield of capital, and the cor- 
responding utility of the future goods virtually produced 
at that moment. As in the case of capital and future 
goods, the value of this utility of time may be repre- 
sented in the diagram by the height of a point in the 
line w,w,, vertically over the point T in the line OT, 
that marks the time during which the capital has been 
produced. Since the utility of future goods becomes less 
as the quantity produced increases, while the rate of 
production of future goods remains constant, as has been 
assumed, the utility of time in the production of capital 
—that is, in the virtual production of future goods — 
will become less as the quantity produced increases. So 
the line w,w, will gradually descend from the beginning. 
The quantity of satisfaction of want that will finally 
result from the capital that has been produced at any 
moment is represented by the area enclosed by the lines 
w,w,, OT, OF, and a vertical line raised from the point 
T which marks the time that has been spent in the 
production of the given capital. Now suppose instead 
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of producing capital the given time is spent in the 
production of present goods. Let this time be repre- 
sented in diagram 2 (see page 240) by the distance from 
O to a point T in the line OT. Suppose a gain re- 
sults from the use of capital in the production of goods, 
then the line gg which represents the rate of production 
of present goods will not be as high as the line gyg, in 
diagram 1, which represents the virtual rate of production 
of future goods; and the difference in the height of the 
lines gg, and gg will represent the gain, measured in 
goods, due to the use of capital in their production. Let 
the utility of present goods be represented by the line uu, 
and the utility of time at any moment in the production 
of present goods will be equal to the product of the rate 
of production of present goods and the utility of present 
goods produced at that time, which may be represented 
by the line ww. The quantity of satisfaction of want 
that results from the present goods that have been pro- 
duced at any moment will then be represented by the 
area enclosed by the lines ww, OT, OP, and a vertical line 
raised from the point T in the line OT, which marks the 
time that has been spent in the production of the present 
goods. 

Now let diagram 1 be superposed on diagram 2 in 
diagram 3 so that the distance between the lines OF and 
OP represents the present time that has to be divided 
between the production of present goods and the virtual 
production of future goods by the actual production of 
capital. Let the vertical line TT mark the division of the 
time between the production of present and future goods. 
Then the area enclosed by the lines gg, OT, OP, and TT, 
will represent the quantity of present goods actually pro- 
duced; and the area enclosed by the lines g,g,, OT, OF, 
and TT, will represent the quantity of future goods, virt- 
ually produced during this time by the actual production 
of capital. The areaenclosed by the lines gg, OT, TT, 
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and OF, represents the quantity of present goods that 
could have been produced in the time allotted to the 
virtual production of future goods. Therefore, the area 
enc osed by the lines g,g,, gg, TT, and OE, represents 
the difference between the quantity of future goods and 
present goods, that can be produced in the same time, or 
the gain in product afforded by the employment of capital 
in production. The relative values of the utilities of 
future goods as compared with present goods depend upon 
the conditions under which they are consumed in the satis- 
faction of wants. Suppose that without the production 
of capital the income in goods available for the satisfac- 
tion of wants remains the same at all times. Then the 
quantity of future goods derived from the consumption of 
capital in the future amounts to an addition to the stock 
of goods already available in the future, which stock 
equals the stock of present goods available in the present. 
Therefore, the first increment of the future goods virtually 
produced in the present will be consumed in the future as 
an additional increment to the stock of goods already 
available for consumption in the future. But the utility 
of the last increment of this stock already available in the 
future has the same va ue as the utility of the last incre- 
ment of the equally large stock produced in the present. 
Hence the utility of the first increment of the future 
goods would, under these conditions, have about the same 
value as the last increment of the present goods, as 
represented in the diagram. If the ratio of the utility of 
the last increment of the stock of goods that could be 
produced in the present to the utility of the first incre- 
ment of the future goods that is virtually produced 
by the production of capital in the present is greater than 
the ratio of the corresponding rate of production of the 
future goods to the corresponding rate of production of 
the present goods, then the utility of time in the pro- 
duction of present goods would always be greater than 
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the utility of time in the production of any future goods; 
that is, there would be no gain in the satisfaction of wants, 
to be derived from the production and use of capital. 
But, when the opposite condition exists between these 
ratios, the utility of time in the production of the first in- 
crement of future goods will be greater than the utility of 
time in the production of the increment of present goods 
that could be produced in the same time, as shown in the 
diagram by the difference between the height of the lines 
w,w, and ww along the line OF, which represents the 
gain in satisfaction of wants realized in the production of 
the first increment of capital instead of an increment of 
present goods. But on account of the decrease in the 
utility of future goods, as the stock to be consumed in- 
creases, and the increase in the utility of the present 
goods, as the stock to be consumed diminishes, on ac- 
count of the future goods being produced instead, the 
ratio of the utilities of present goods to future goods 
will finally become as great as the ratio of the rate of 
production of future goods to the rate of production of 
present goods: so that the utilities of time in the pro- 
duction of present goods and future goods will be equal; 
and beyond this point the satisfaction of wants will be 
greater in the production of present goods instead of 
future goods, as represented in the diagram by the differ- 
ence between the height of the line ww and w,w, to the 
right of the vertical line TT. The area enclosed by the 
lines ww, w,w,, and OP then represents the gain in the 
satisfaction of wants afforded by devoting a portion of 
the given time to the production of present goods instead 
of the virtual production of future goods; and the area 
enclosed by the lines w,w,, ww, and OF, represents the 
gain in the satisfaction of wants afforded by the devotion 
of the remaining portion of the given time to the virtual 
production of future goods by the actual production of 
capital instead of present goods. 
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This diagram now represents in a general way the 
economic condition of every individual. Suppose a day 
to be the period of time to be apportioned between the 
production of present goods and the production of capital. 
When the fortune and daily income are small, if a very 
small portion of the day be devoted to the virtual pro- 
duction of future goods, it would subtract so great an 
amount from the present daily rations that the utility of 
the present goods that could be produced in this time, 
would become so much greater than the utility of the 
future goods virtually so produced added to the future 
day’s rations that, practically, the whole day should be 
devoted to the production of present goods in order to 
obtain a maximum satisfaction of want. On the other 
hand, when the fortune and daily income are great, the 
portion of the daily product required for current wants 
is comparatively so small that the devotion of nearly the 
whole day to the virtual production of future goods makes 
little difference in the utility of present goods; and, at the 
same time, the quantity of goods that are already avail- 
able for the future is so great that the devotion of 
nearly the whole day to the virtual production of future 
goods will add to the quantity of goods already available 
so little, comparatively, that the utility of future goods 
will be lessened but slightly thereby, and the utility of 
time for the greater portion of the day will therefore be 
greater in the virtual production of future goods. 

During that period in which the utility of a person’s 
time is greatest in the production of present goods, we 
will refer to him as a proletaire; and, on the other hand, 
during that period in which the utility of a person’s time 
is greatest in the virtual production of future goods by 
the actual production of capital, we will refer to him as a 
capitalist. 

The relations between a capitalist and a proletaire with 
regard to the production of capital or future goods and 
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present goods, directly, by exchange, and by consumption 
of allotrious capital,* admit of four simple combinations. 
With regard to production in the first period, both the 
capitalist and the proletaire may produce directly those 
products which they finally consume or they may pro- 
duce them indirectly by really producing something else 
and exchanging for them. With regard to the consump- 
tion of capital in the subsequent period in the production 
of goods, the capitalist may consume the capital himself 
in this production or he may allow some one else to con- 
sume it who returns to him the goods resulting from such 
consumption. 

1. In the simplest condition the proletaire produces 
present goods for the immediate satisfaction of want, 
while the capitalist produces capital which he himself con- 
sumes in the subsequent period in the production of goods 
for the satisfaction of want. 

2. The proletaire may produce capital and exchange it 
with capitalist for the present goods that he wants, thus 
producing them indirectly; and, although he receives a 
smaller quantity of present goods than the quantity of 
future goods which would be yielded by the capital he 
gives in exchange, he may enjoy, as in the exchange of 
goods of different kinds, a barterage gain from the trans- 
action, which consists of the difference between the util- 
ity of the present goods he gets in exchange for the 
capital and the utility of the present goods he could him- 
self produce in the time that he spends in the production 
of the capital he gives in exchange for present goods. On 
the other hand, the capitalist may produce present goods 
and exchange them for the capital that he wants for con- 
sumption in a subsequent period in the production of 
goods. And he also may realize a barterage gain in the 
transaction, which consists of the difference between the 


* Allotrious capital is capital that is owned by one person and used in 
actual production by another. 





A STUDY IN THE SCIENCE OF WELFARE 211 


utility of the future goods he derives from the consump- 
tion of the capital he receives in exchange for the present 
goods and the utility of the future goods that would be 
yielded by the capital that he could himself produce in 
the time that he spends in the production of the present 
goods which he gives in exchange for the capital. As 
measured in goods, this barterage gain consists of the 
difference between the quantity of goods yielded by the 
consumption of the capital the capitalist receives and the 
quantity of goods that would be yielded by the quantity 
of capital that he could himself produce in the time that 
he spends in the production of the present goods which 
he exchanges for the capital. On account of the special- 
ization of industry, which gives rise to differences in their 
rates of production, both the capitalist and the proletaire 
may, as in the exchange of goods of different kinds, thus 
realize by indirect production a gain in utility of time 
over that which they could realize in direct production. 

8. If for any reason, such as the fortune of the proletaire 
being much less than that of the capitalist, the yield of 
capital, when consumed by the proletaire, is greater than 
its yield when consumed by the capitalist himself, a gain 
may be realized by both if the capitalist allows the prole- 
taire to consume his capital in the production of future 
goods, and the proletaire returns to the capitalist the yield 
of this capital from such consumption less some portion 
of the difference between this yield and its yield when con- 
sumed by the capitalist himself. The gain thus realized 
may be referred to as a loanage gain, that in the case of the 
proletaire consists of the difference between the yield of 
the allotrious capital from its consumption by him in the 
production of goods in the future and the quantity of 
these goods returned to the capitalist. In the case of the 
capitalist his loanage gain consists in the difference 
between the quantity of goods received from the pro- 
letaire and the quantity of the goods that would be yielded 
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by the capital if the capitalist consumed it in production 
himself. Thus, on account of the difference between the 
quantity of goods yielded from the consumption of the 
capital by the proletaire and the quantity of goods yielded 
from its consumption by the capitalist himself, both the 
capitalist and the proletaire may finally realize a greater 
welfare from the consumption by the proletaire of capital 
belonging to the capitalist than could be realized from the 
consumption of the capital by the capitalist himself instead 
of thus allowing the proletaire to consume it. This transac- 
tion takes the form of an exchange of capital for future 
goods ; but the distribution of the loanage, by the rate at 
which the future goods are exchanged for the capital, 
is not determined by the equivalent utilities of time of the 
two parties, as in the case of barterage in the exchange 
of capital for present goods or in the exchange of goods 
of different kinds, but is determined by other relations 
between the capitalist and the proletaire, as is subsequently 
shown. 

4. The combination of indirect production by the ex- 
change of capital for present goods and the consumption 
of allotrious capital by the proletaire takes the form of 
the exchange of future goods for present goods, in which 
both barterage and loanage gains are realized in the same 
transaction. As in the simple case (2) of indirect produc- 
tion, the proletaire produces capital and gets present 
goods; but, instead of immediately parting with the 
capital in exchange for them, he consumes the capital 
in the subsequent production of future goods which he 
gives, instead of the capital, in exchange for the present 
goods. The capitalist produces present goods and delivers 
them to the proletaire, as in the simple case of indirect pro- 
duction ; but, instead of getting the capital in exchange for 
them and consuming it himself in the subsequent produc- 
tion of goods, he gets the future goods that result from 
this consumption of the capital by the proletaire. The 
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barterage gain thus arising on account of differences in 
their rates of production and the loanage gain arising on 
account of differences in yield of capital are distributed 
between the capitalist and the proletaire in the same 
manner as in the simple cases 2 and 3. 

In actual practice it is not often that any of the four 
cases stated appear in the simple form here presented ; 
but, however complex a transaction may become, it can 
only be composed of these fundamental elements and that 
of the exchange of products of different kinds. 

Let us suppose that a proletaire borrows $100 of a 
capitalist and returns $107 to him at the end of a year. 
Superficially, this is a case of the exchange of future goods 
for present goods. If the proletaire buys present goods 
for consumption with the money, and uses his capital in 
the subsequent production of goods from the proceeds of 
which he returns the $107 to the capitalist, it becomes so 
in reality, because the conditions are virtually the same as 
if he received present goods from the capitalist in ex- 
change for future goods. But, if he buys capital with the 
money and subsequently consumes it in the production of 
goods, then the conditions will correspond to case 3, 
the exchange of future goods for capital, where the prole- 
taire borrows the capital directly from the capitalist. 
Now let us further suppose that the total product of the 
proletaire is, on account of the consumption of this capital, 
$109 greater than it would otherwise be; and suppose, 
also, that the capitalist could realize in goods in the future 
$101 from the capital if he consumed it himself, and that 
he could produce $100 in present goods in the same time 
that he spends in the production of the capital, then the 
$101 — $100 = $1 is the capitalist’s surplus product from 
the use of capital in production, the $107 — $101 = $6 is 
the capitalist’s loanage from the exchange of capital 
for future goods, and the $109—$%107—$%2 is the 
proletaire’s loanage from the exchange of future goods 
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for capital. Then the result of the whole transaction to 
the proletaire amounts simply to a clear gain in his earn- 
ings of the $2 loanage during the time that he spends in 
the consumption of the capital. The virtual production 
of the future goods took place in a preceding period 
during the time spent in the production of the capital, but 
now their real production consists in the total increase in 
the quantity of goods produced by the proletaire which is 
due to his consumption of the capital. The actual interest 
payment made by the proletaire is, then, the surplus prod- 
uct due to the consumption of the capital by proletaire, 
less the share of the loanage which he retains ; and it also 
is equal to the surplus product that could be realized from 
the consumption of the capital by the capitalist plus the 
share of the loanage which 1 capitalist gets. How far 
this interest may represent surplus utility or surplus 
“value ” has already been shown in connection with the 
exchange of capital for present goods. 

Now let us suppose, still further, that the proletaire 
gives to the capitalist the total product of his labor during 
the time spent in the consumption of the capital in 
exchange for other goods; that is, the capitalist, instead 
of consuming his capital himself, places it in the hands of 
the proletaire for consumption, and gets the total product 
that the proletaire produces during the time he spends in 
the consumption of ,the capital. This total product repre- 
sents: the goods that the proletaire could produce if he 
did not consume this capital in production, plus the goods 
which could have been produced instead of the capital 
during the time that was spent in its production, plus the 
surplus product that the capitalist could realize from the 
consumption of the capital himself, plus the capitalist’s 
share of the loanage, plus the proletaire’s share of the 
loanage, the same as if he simply borrowed the capital and 
paid interest for it. In exchange for this product the 
capitalist gives to the proletaire, as wages, a quantity of 
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other goods which represents: the goods which the prole- 
taire could produce if he did not consume this capital in 
production, plus the proletaire’s share of the loanage that 
he gets, the same as if he simply borrowed the capital 
and paid interest for it. Then the profit realized by the 
capitalist, on account of the capital being consumed by 
the proletaire, is equal to: the surplus product that could 
be realized by the capitalist from his own consumption of 
the capital, plus his share of the loanage, and corresponds 
to the interest he would get from a loan of the capital. 

To avoid any misapprehension, it is, perhaps, necessary to 
point out that, in the discussion of interest and wages, the 
terms “capitalist” and “ proletaire ” are used only on account 
of the conditions of the preceding period during which the 
capital was produced. With regard to the period in which 
the capital is consumed in production, the nature of the 
product might be such that the terms would not be at all 
applicable to the respective parties to the transaction. 

It has been shown that the economy of the use of allotri- 
ous capital arises fundamentally from the condition in 
which the yield of capital in consumption by one individ- 
ual is greater than its yield in consumption by another. So 
the reconciliation of an approximately equal utility of pres- 
ent goods and future goods, which is necessary to account 
for the “profit” which common observation shows is 
realized from the production and consumption of capital, 
with a greater utility of present goods than of future 
goods, which is necessary to account for the known rate of 
exchange of capital, or future goods, with present goods, 
is found in the apportionment of time that every one must 
make between the production of present goods and the 
production of capital from which future goods are derived. 
The capitalist, on account of the approximate equality of the 
utilities of future goods and present goods, realizes a surplus 
in satisfaction of want from the greater quantity of future 
goods derived from capital over what he could realize from 
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the lesser quantity of present goods paid out for capital or 
sacrificed by its production, which surplus approaches a 
value corresponding to the difference between the quan- 
tity of the future goods received and the present goods 
paid out or sacrificed. The proletaire, on account of the 
far greater utility to him of present than of future goods, 
realizes a surplus in satisfaction of want from the lesser 
quantity of present goods received in exchange for capital 
over what he could realize from the greater quantity of 
future goods which would be yielded by the capital paid 
out for present goods or sacrificed by their production. 
He can therefore afford to take the lesser quantity of present 
goods in exchange for the capital from which the greater 
quantity of future goodsis derived. This surplus, however, 
on account of the nature of the case, can have no correspond- 
ing representation in terms of quantities of goods. With 
the exception of barterage and loanage gains, these condi- 
tions are represented in diagram 3 (see page 240), where 
the surplus utility of the capitalist’s time in the indirect 
production of capital is shown on the left of the line TT 
as Surplus “ Value,” and the surplus utility of the prole- 
taire’s time in the indirect production of present goods is 
shown on the right as Residual Utility. 

By considering economic conditions from the standpoint 
represented by the line TT in the diagram, Béhm-Bawerk 
finds the “value” of future goods to be less than that of 
present goods, and thus accounts for the payment of inter- 
est. But, by taking this as a universal condition, he de- 
prives himself of the means by which he could account for 
the production of capital. If the utility of the quantity of 
future goods derived from capital is no greater than the 
utility of the smaller quantity of present goods paid for 
the future goods, what is the reason for the purchase of 
the future goods? The process of the ripening of the 
future commodity into present commodity in the hands of 
the entrepreneur, as described on page 301 of Positive 
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Theory of Capital,* is hardly an adequate explanation in 
tha face of the statement on page 417 of Capital and In- 
terest,t that “in our method of valuing the goods which 
we possess we follow unhesitatingly the principle of antici- 
pating future use. We do not estimate the value of our 


*** Knowing now that the undertaker buys the future commodity, ‘ Means of 
Production,’ for a smaller number of pieces of present goods than the number 
of pieces which will compose their future product, we ask, How does he come 
by his profit? The answer is very simple. From his ‘cheap’ purchase, in- 
deed, he does not get any result; for, estimated by its present value, the com- 
modity is dear. The profit comes first into existence in his hand. It is during 
the progress of production that the future commodity ripens gradually into the 
present commodity, and grows at the same time to the full value of the present 
commodity. Time elapses; what was next year becomes this year; and on 
the great changing stage of life everything — man himself, his wants and 
wishes, and with them the standard by which he measures his goods — shifts one 
scene forward. The wants which, last year, were future wants, and little 
thought of as such, attain their full strength and their right of present wants ; 
and a similar advance attends the goods which supply these wants. A year ago 
they were goods of the future, and had to be content with the lower value 
that attached to them as such: to-day they are present goods, and enjoy the 
full value of such goods. <A year ago it was to their prejudice that they were 
measured in the then ‘present’ goods. To-day that standard has sunk into the 
past ; and, if the men of to-day measure them again in ‘ present’ goods, they 
stand equal with them in the first and chiefest rank, and suffer nothing by the 
comparison. In short, as time passes, it cancels the causes by reason of which 
the then future commodity suffers a shrinkage of value, and brings it up to the 
full value of the present goods. The increment of value is the profit of cap- 
ital.” Béhm-Bawerk, Positive Theory of Capital, p. 301. 

t “ Indeed, even in the case of wine which improves in lying, it is not by any 
means self-evident that the wine, which has grown better, is of more value 
than the inferior and unripe wine. For, in our method of valuing the goods 
which we possess, we follow unhesitatingly the principle of anticipating future 
use. We do not estimate the value of our goods according to the use — at 
least, we do not value them only according to the use— which they bring us 
at the moment, but also according to that use which they will bring us in the 
future. We ascribe to the field, which, for the moment, lies useless in fallow, 
a value with regard to the crop which it will bring us bye and bye. We give 
even now a value to the scattered bricks, beams, nails, clamps, etc., which 
bring us no use when in that condition, in consideration of the use they will 
afford us when put together at some future time in the shape of a house. We 
value the fermenting must, which, as such, we cannot make any use of, 
because we know that bye and bye it will be a serviceable wine. And so 
might we also value the unripe wine, which we know will become excellent 
wine, by the amount of use it will give us as matured wine. But, if we ascribe 
to it here and now a value corresponding to that future use, there remains no 
room for an increase of value, and for interest. And why should we not ?’’ 
Béhm-Bawerk, Capital and Interest, p. 417. 
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goods according to the use—at least, we do not value 
them only according to the use — which they bring us at the 
moment, but also according to that use which they will 
bring us in tho future.” Why, then, should not the 
undertaker value the capital according to the use which it 
will “ bring him in the future,” and pay for it accordingly ? 
Or, if commodities “ripen,” how is the short-sightedness 
of the seller of the future goods accounted for? Accord- 
ing to the view that “future goods universally have a less 
value,” the dilemma — If there is no advantage in profit, 
why is capital produced? or, if there is an advantage in 
profit, why will the seller of capital regularly lose it ?— 
can never be explained. The explanation lies in the fact 
that future goods are not universally of so much less 
“value” at the time of the exchange as to eliminate sur- 
plus “value.” An exchange of present goods fora greater 
quantity of future goods may be made, in which the util- 
ity of the time spent by both parties in the production is 
exactly equal, or, stated according to the Austrian theory 
of value, the marginal utility of the goods would corre- 
spond to the rates of exchange as indicated by the values 
along the line TT in the diagram, but the utility of most 
of the future goods might be about the same to the party 
receiving them as the utility of present goods, so that the 
surplus utility realized in the satisfaction of want would 
nearly correspond to the concrete surplus in the greater 
quantity of future goods received over the quantity of 
present goods delivered, and which might have a very 
manifest representation in terms of interest payment, as 
represented by the values in the diagram along the line 
OF. On the other hand, the difference between the utility 
of most of the present goods to the party receiving them 
and the utility of the future goods paid for them might 
be much greater than is indicated by the values along the 
line TT ; but the surplus utility thus realized in the satis- 
faction of wants would have just the reverse of a concrete 
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representation in the relative quantities of goods received 
and delivered, as indicated in the diagram by the values 
along the line OP. In exchange, each individual sacrifices 
future goods for present goods and present goods for future 
goods in the virtual apportionment of his time in produc- 
tion, just as in solitary production he actually apportions 
his time between the actual production of present goods 
and the virtual production of future goods by the actual 
production of capital. The actual result in the kind of 
goods consumed is relatively the same in both cases; but 
in exchange the sacrifice is an actual surrender of the one 
kind of goods for the other, while in solitary production 
there is only a nominal sacrifice of an alternative product. 
Referring to the diagram, it will be seen that, regarding 
the total average or the marginal values along the line TT 
only, there is no surplus “ value”; but, regarding the bulk 
of the capital consumed, there is a surplus “ value” nearly 
corresponding to the surplus product, and, regarding the 
bulk of the present goods consumed, there is a surplus 
“value,” which, however, from the nature of the case, can 
have no concrete representation in quantities of goods. 
Capital is produced because it yields a net return in “ sub- 
jective value” as well as in quantity of goods fora portion 
of the time available for production; and the relative 
length of this portion of time to the whole time depends 
principally upon the fortune of the producer. On the 
other hand, the seller of the capital, or future goods, can 
afford to lose what, under other circumstances, might be 
surplus “value,” because, in the devotion of a portion of 
his time to the production indirectly of present goods, he 
realizes a much greater “subjective value ” than he could 
derive from the greater quantity of future goods he finally 
pays for them. 

In actual industrial practice the surplus product that 
the capitalist can realize if he consumes his capital himself 
in production is generally a very large negative quantity, 
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so that profit or interest usually consists entirely of the 
capitalist’s share of the loanage. The upper limit, there- 
fore, to the quantity of interest or profit which the capi- 
talist can receive, is fixed by the surplus product yielded 
by the consumption of the capital by the proletaire; and 
the lower limit is zero, the point at which the capitalist 
would cease to accumulate capital. Between these two 
limits the quantity of profit or interest that is realized in 
practice depends, in general, upon the number of pro- 
letaires available for the consumption of the capital rel- 
ative to the quantity of capital available for consumption. 
On account of diminishing returns the employment of a 
definite number of employees will correspond to a maxi- 
mum profit for a given rate of wages, or the use of a def- 
inite quantity of capital will correspond to a point of 
maximum earnings for any given rate of interest. But 
on account of competition among the employees, and 
among the employers, the rate of wages will finally be 
determined by just the number of employees available for 
employment in the consumption of the capital; or, on ac- 
count of competition among the borrowers, and among the 
lenders, the rate of interest will finally be determined by 
just the quantity of capital available for consumption. 
The relative quantity of profit received by the employer 
is, therefore, fixed by the number of employees available 
for employment in the consumption of the capital; or the 
relative quantity of earnings received by the borrower is 
fixed by the quantity of capital available for consumption. 
The absolute quantity, however, both of profit and wages, 
and interest and earnings, depends, of course, aside from 
the nature of capital and men, upon the intensity of effort 
at which the producer believes he can realize the greatest 
utility of time, and the quantity of capital available for 
consumption.* 


*If we let g represent the ratio of the total product to the number of 
producers, ¢ represent the ratio of the quantity of available capital to the 
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The relations between the employer and the employee 
with regard to profit and wages may be illustrated by dia- 
gram 4 (see page 241). Let the distance of P from O along 
the line OP represent the number of employees available 
for the consumption of capital in production. Let the 
height of thé point G in the line OG, vertically above the 
point P in the line OP, represent the total product of the 
number of employees represented by the distance OP, dur- 
ing their consumption of a given quantity of capital in such 
production. Then, for any increase in the number of em- 
ployees consuming the given capital in production, there 
will be a corresponding increase in the total product; 
but, on account of diminishing returns, this product will 
not nerease as fast in proportion as the number of 
employees consuming the capital. So the line OG will be 
concave towards the line OP. But this increase in prod- 
uct, corresponding to an increase in the number of em- 
ployees, will be greater when the number of employees is 
small, compared with the quantity of capital consumed, 
than when the number of employees consuming the 
capital in production is relatively large. So the curvature 
of the line OG will gradually decrease as it proceeds 
from its origin at O. Now let the height of a point W in 
the line OW, vertically above the point P, represent the 
portion of the total product received by the corresponding 
number of employees as wages. In order that the utility 
of the time of each employee shall be equivalent, the 
average rate of wages must be the same, whatever be the 
number employed. So OW will be a straight line; and 
number of proletaires, and a and b be constants, then the relations be- 
tween these quantities might be expressed by a function having a form like 


b 


g=ac’? The rate of wages or earnings would then be Y=f545 
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the ratio of the height of PW to the length OP, or the 
angle OW makes with OP, will represent the average 
rate of wages each employee receives. Now the angle 
which a tangent TT touching the line OG at the point G 
makes with the line OP represents the increase in the 
quantity of product resulting from the employment of 
another employee when the number represented by the 
distance OP are already employed in the consumption of 
the capital. When this increase in product is greater 
than the quantity of wages that would be paid to the 
additional employee, represented by the angle made by 
TT and OP being greater than the angle made by OW 
and OP, then another employee could profitably be 
employed at the same rate of wages. But, when the 
decrease in product is less than the wages that would be 
saved by the employment of one less employee, represented 
by the angle made by TT and OP being less than the 
angle made by OW and OP, then, at the same rate of 
wages, it would be more profitable to employ a smaller 
number of employees. At a given rate of wages, then, 
a maximum profit, represented by the distance WG, will 
be realized when such a number of employees are em- 
ployed that the increase or decrease in product resulting 
from the employment of one employee more or less is 
just equal to the increase or decrease in the quantity of 
the wages that would be paid, represented by P being 
taken at such a point that the tangent TT through the 
corresponding point G will be parallel to the line OW. 
Then in free competition among employees and among 
employers the average rate of wages for any given 
quantity of capital and number of employees will be in 
stable equilibrium at the point at which the quantity of 
wages paid or saved is equal to the increase or decrease 
in product that results from the employment of one 
employee more or less. 

When the quantity of capital consumed by each em- 








wr 


wi 














Srtsine & 








A STUDY IN THE SCIENCE OF WELFARE 228 


ployee is relatively small, the increase in the quantity of 
product resulting from the consumption of a given quan- 
tity of capital by more employees is more nearly propor- 
tional to the increase in the number of employees than it 
is to the increase in the quantity of capital; and the pro- 
portional part of the product (the ratio of PW to PG) 
going to the employees as wages is larger, although the 
rate of wages is lower than when the quantity of capital 
consumed by each employee is relatively large. So, when 
the quantity of capital increases faster than the number 
of employees, there will be an increase in the rate of 
wages ; but the proportional part of the total product paid 
as wages will be less. 

Within the limits in which an economical transaction 
may be afforded to both parties to an exchange, the point 
of division of the barterage is fixed by the equivalent 
utility of their time; but the utility of their time is itself 
governed by conditions which affect either their rate of 
production or their utility of property. One of these con- 
ditions is: anything that provides a monopoly which, in 
its effect upon the rate of exchange, is equivalent to an 
increase in the quantity of capital consumed in the pro- 
duction of the commodity. With regard to the produc- 
tion of any particular commodity the number of employees 
employed and the quantity of capital invested in the 
industry will tend to that point at which the utility of 
time of the employees and the rate of profit on the capital 
are equivalent to that of employees and capital engaged 
in other industries. A monopoly in the production of any 
commodity will allow the price to be raised to the limit of 
barterage if no other commodity with a higher utility of 
time for any quantity can be substituted. But between a 
high price, at which little of the commodity can be sold, 
and a low price there must be some price at which such a 
quantity can be sold that the profit above the wages that 
must be paid to the number of employees required to 
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produce that quantity will be a maximum. The change 
in the number of employees that can be profitably em- 
ployed when an industry is monopolized may be illustrated 
in diagram 5 (see page 241). PG represents the product, 
and OP the number employed for a maximum profit under 
the condition of free competition. But, if the industry 
becomes monopolized, the form of the curve OG changes 
in the direction of OG,. For the utility of time of 
employees to remain equivalent, the rate of wages in the 
monopolized industry will remain the same, provided the 
number discharged can find employment in some other 
industry at the same rate; and the number which can then 
profitably be retained in the industry will be represented 
in the diagram by the distance OP,,, which must be taken 
so that the tangent T,,T,, drawn through the point G,, is 
parallel to OW, in order that the profit represented by 
W,,G,, will be a maximum. The distribution of the dis- 
charged employees among other industries has the effect, 
however, of increasing the proportion of the number of 
employees to the quantity of available capital in these 
other industries, and, therefore, of decreasing the quantity 
of the product produced by the last additional employee 
consuming the capital, which must finally result in a 
reduction of the general rate of wages. 

Within the limits in which an economical transaction 
for both parties may be afforded, the point of division of 
the loanage is fixed in free competition by the quantity 
of the product of the last consumer of the capital; but, in 
a similar manner to the case of exchange, anything which 
affects the quantity of the product of the last employee 
employed in the consumption of the capital will change 
the proportional division of the loanage. One of these 
things is a monopoly in a particular kind of employment. 
If an organization of employees raises the rate of wages, a 
smaller number must be employed in order to afford a 
maximum profit to the employer if the price of he 
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product remains the same. The total product will there- 
fore be less, and the quantity of the product of the last 
employee greater; but each employer can add the in- 
crease in wages to the price of the product without fear 
of losing trade by competition, because, on account of 
the trade union, all the employers in the industry would 
have to pay the higher rate of wages; and, therefore, 
none of them could profitably increase their output to 
supply the trade of any other employer at a lower price 
than that represented by this higher rate of wages. There- 
fore, as in the case of the capitalist in the monopoly of 
the production of a commodity for exchange, the total 
quantity of the wages received by the smaller number of 
employees may be greater than the total quantity received 
by the greater number at the original rate. The trade 
union, therefore, though affording an increase in wages to 
the smaller number who are retained in the industry, 
either leads to a reduction in the general rate of wages of 
every one outside of it or causes many to be out of em- 
ployment. 

In the division of loanage between the employer and 
employee, we find the rate of wages at which the whole 
number of employees available can be employed, or the 
number that can be employed at a given rate of wages, 
which will afford a maximum profit for a given quantity 
of capital. This corresponds to that form of industry in 
which the possessor of the capital controls the industry 
and determines the number to beemployed. If the condi- 
tions be reversed, and the consumer of the capital deter- 
mines the quantity of capital to be consumed in produc- 
tion, in order that a maximum quantity of earnings may 
be realized, then, in the same manner as above, we find 
the rate of interest at which the whole quantity of capital 
available can be consumed, or the quantity that can be 
consumed at a given rate of interest. These relations 
between lender and borrower with regard to interest and 
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earnings may be illustrated by diagram 6 (see page 241). 
Let the distance of C from O along the line OC represent 
the quantity of capital consumed by a given number of bor- 
rowers in production. Let the height of the point G in the 
line OG, vertically above the point C in the line OC, repre- 
sent the total product produced by the borrower during 
his consumption of this capital. On account of dimin- 
ishing returns the line OG will be concave toward the 
line OC, the same as in the case of profit and wages. 
Let the height of a point I in the line OI, vertically above 
the point C, represent the portion of the total product 
that is paid as interest by the borrower of the capital. 
On account of the competition of capitalists in loaning 
capital the average rate of interest must be the same for 
all the capital loaned. So OI will be a straight line, and 
the ratio of the height CI to the length OC, or the angle 
OI makes with OC, will represent the average rate of 
interest on the capital. The angle which a tangent TT 
touching the line OG at the point G makes with the line 
OC, represents the increase in the quantity of product 
resulting from the consumption of another increment of 
capital while the quantity represented by the distance 
OC is being consumed. When this increase in product is 
greater than the quantity of interest that would be paid 
for the additional increment of capital, represented by the 
angle made by TT and OC being greater than the angle 
made by OI and OC, then another increment of capital 
could profitably be consumed at the same rate of interest. 
And, when the decrease in product is less than the interest 
that would be saved by the consumption of one less incre- 
ment of capital, represented by the angle made by TT 
and OC being less than the angle made by OI and OC, 
then it would be more profitable to consume less capital 
at the same rate of interest. Ata given rate of interest, 
then, a maximum earning, represented by the distance 
IG, will be realized when such a quantity of capital is 
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consumed that the increase or decrease in product result- 
ing from the consumption of one increment of capital, 
more or less, is just equal to the increase or decrease in 
the quantity of interest that would be paid, represented 
by C being taken at such a point that the tangent TT 
through the corresponding point G will be parallel to the 
line OI. Then, in free competition among lenders and 
among borrowers, the average rate of interest for any 
given quantity of capital and number of borrowers will be 
in stable equilibrium at the point at which the quantity 
of interest paid or saved is equal to the increase or de- 
crease in product that results from the employment of 
one increment of capital more or less. 

The proportional division of the total product into in- 
terest and earnings is precisely similar to the division of 
the product into profit and wages, and corresponds in both 
cases to the increase in the total product due to the in- 
crease in the quantity of capital relative to the increase in 
the total product due to the increase in the number of the 
consumers of it. In order that the utility of the time of 
each consumer of capital in production shall be equiva- 
lent, the earnings of a borrower must be equal to the 
wages of an employee who is in the same economic condi- 
tion with regard to fortune and skill as the borrower; and, 
to provide a uniform gain from investment, the rate of 
profit must be equal to the rate of interest. Therefore, the 
conditions in the two cases are identical. And, finally, in 
the case of exchange the division of the barterage is de- 
termined by the equivalence of the utility of time to the 
parties to the exchange; while in the case of a loan of 
capital the division of the loanage depends upon the con- 
ditions which will afford a maximum profit to the employer, 
or maximum earnings for the borrower. 

With respect to monopoly the relations between bor- 
rower and lender with regard to earnings and interest 
are of precisely the same nature as the relations between 
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employer and employee with regard to profit and wages. 
If the borrower gets a monopoly of the industry in which 
he is engaged, the point of maximum earnings will corre- 
spond to a smaller quantity of borrowed capital at the 
same rate of interest, on account of the higher price he 
can get for a smaller quantity of product when no one else 
can produce it at the original rate. On the other hand, 
an organization of lenders may raise the rate of interest ; 
and, as in the case of wages, the total quantity of interest 
derived from the smaller quantity of capital that can be 
loaned at the higher rate may be greater than the quantity 
of interest received from the larger quantity of capital 
loaned at the lower rate. The lender’s monopoly, how- 
ever, can only be of a temporary nature, unless the organ- 
ization of lenders can control all the sources of the supply 
of capital. 

When an industry is controlled by the capitalist, the 
product is distributed between the employer and the em- 
ployee as profit and wages, the proportion going to each 
being determined by the conditions which will afford a 
maximum profit to the employer. On the other hand, 
when an industry is controlled by the consumer of the 
capital, the product is distributed between the lender and 
the borrower as interest and earnings, the proportion 
going to each being determined by the conditions which 
will afford maximum earnings to the borrower. The com- 
bination of a borrower and an employer in one person 
appears in the entrepreneur; and the maximum income of 
the entrepreneur, consisting of profit on the capital he 
may invest and earnings from the work he may perform 
with the use of the borrowed capital is determined by 
both the number of employees he employs at a given rate 
of wages and the quantity of capital he borrows at a given 
rate of interest. 

In presenting this theory, I have conformed as far as 
possible to the conceptions in current usage. In the 
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treatment of economics the same expression is often 
applied to things essentially different because they are 
alike in some respects, and this has led to such unclear- 
ness of conception that the science of economics has not 
commanded that respect to which it should be entitled. 
For instance, that portion of the product of the proletaire 
which is due to the consumption of capital is generally 
treated as the “ product of capital.” Now it seems to me 
that the idea of production refers primarily to an act of con- 
duct. The object of this conduct is the adaptation of the 
organism to environment, or, speaking in the terms of 
economics, the provision for the satisfaction of wants. 
This conduct involves an expenditure of effort, or, in 
physiological terms, the katabolism of tissue. But the 
rate at which the satisfaction of want takes place depends 
upon the environment, and the environment depends in 
part upon previous acts of conduct. Now, in so far as the 
quantity of product depends upon this environment (esti- 
mated quantitatively in terms of capital) as well as upon 
the effort involved in the act of conduct, the product may 
be said to result from, or be “produced” by, capital as 
well as the organism consuming the capital. But, since 
the particular state of the environment (estimated in 
terms of, or known as, capital) is the result, in part, of 
a previous act of production, that part of the result of 
the subsequent act which is called the “ product of capi- 
tal” might with much better reason be known as the re- 
sult of the previous act of production which brought the 
capital into existence. But this use of the term would 
finally lead us back to an act of production in an environ- 
ment unmodified by previous conduct, which is not a con- 
ception of very great practical value. It would seem, 
therefore, to be more in accordance with the methods 
of modern science to use the term “ production” only in 
reference to one thing,—an act of conduct. To regard 
capital and an act of conduct as joint factors in produc- 
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tion leads to the unclearness of their being regarded as 
co-ordinate factors, involving similar conditions and bear- 
ing similar relations to the product, which is an obvious 
misconception. The only relation that capital can have 
to the product which “it produces” is that of physical 
cause and effect. In addition to the relation of physical 
cause and effect the organism bears a relation to the prod- 
uct with regard to the satisfaction of want and katabol- 
ism involved in the act of production. In the case of 
capital it may be said that it is the producer of the capital 
that is related to the final product with regard to satisfac- 
tion of want and pain involved in production; but this is 
not because capital is a co-ordinate “ factor of production,” 
but because the producer of the capital is virtually the 
producer of that portion of the actual product of the sub- 
sequent act of production which exceeds the product that 
could have been produced in the same time without the 
capital. So, even in this sense, the final product is in the 
end the result of an act of production. So it seems to be 
more conducive to exactness of expression to use the 
term “ production ” only in reference to an act of conduct, 
and product only as the result of an act of conduct, the 
quantity of which, however, depends upon conditions ex- 
isting in the organism and conditions existing in the en- 
vironment. If in electrical science it is worth while to 
give a distinctive name to a ratio according to the order 
in which it is read, it ought, at least, to be worth while in 
economic science to distinguish between an act of a con- 
scious organism and the action of the environment of this 
organism. 

According to the preceding development of the subject, 
profit is a reward of abstinence in the sense that, in the 
apportionment of time to the production of different 
things, any gain resulting from the expenditure of time 
in the production of one thing instead of another is a 
reward for abstaining from the production of the other 
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thing. By abstaining from the production of present 
goods, a profit is realized from the virtual production of 
future goods by the actual production of capital. Or, as 
it is generally stated, profit is realized by abstaining from 
the consumption of present goods and exchanging them 
for capital which is generally consumed by another party 
in production ; and the reward appears as loanage in the 
form of profit or interest. Wages are not paid out of 
capital, but out of product which is partly due to the con- 
sumption of capital. Wages are paid out of capital only 
in the sense that the employer generally buys the product 
of the employee before he can sell it to his customers, 
and in this transaction he bears exactly the same relation 
to the employee that the wholesaler bears to the manu- 
facturer with regard to the money he must advance for 
the purchase of goods before he can sell them to the 
retailer. The rate of wages depends upon the ratio of the 
number of available employees to the quantity of capital 
available, not because the capital is a fund to be divided 
among the employees, but because the employment of a 
certain number of employees at a given rate of wages in 
the consumption of a given quantity of capital will cor- 
respond to the point of maximum profit to the employer. 
A general rise in the rate of wages results from an in- 
crease in the rate of production, whether it be on account 
of an increase in the skill of employees or a change in the 
nature or quantity of the capital available for their con- 
sumption. In a single industry a rise in the rate of wages 
can, under free competition, be only temporary, depend- 
ing upon the mobility of other employees seeking such 
employment as will afford them a maximum utility of 
time. An organization of employees that can control the 
rate of wages they receive may command a permanent 
increase in this rate, in the same manner that an organiza- 
tion of employers can command an increase in the price 
of a commodity when they can control its production. 
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When a monopoly is created by an organization of em- 
ployees, the employer really acts only as an intermediary 
in turning over to the employees the monopoly price that 
has been made possible by their organization. A com- 
bination of employers that controls the raw materials 
entering into the product can control the monopoly price 
of the product independently of any action of a trade 
organization ; but, if the employers have no monopoly 
of the raw materials, a combination of their employees 
can command the whole monopoly price without being 
compelled to share any part of it with the employer. 

In addition to raising the price of a commodity to the 
consumers, a combination of employers may force at least 
a temporary reduction in the rate of wages they pay to 
their employees and in the price of the materials they 
purchase. The permanence of this reduction depends 
upon the mobility of the employees and of those who 
supply the materials in changing their employment and 
business. For a monopoly of any industry to have a 
permanent character, the combination of employers must 
be able to control the raw materials that enter into the 
product, or they must enter into a compact with a trade 
union covering the industry that, on account of the nature 
of the industry, is able to control the number of employees 
who can acquire a practical proficiency in it. In so far as 
they are really able to control the supply of labor, an 
employees’ combination is superior to a combination of 
their employers, since the employee is the first in bringing 
the product into existence ; but in practice an employees’ 
combination can seldom have the character of a permavent 
monopoly, on account of the impossibility of controlling 
for any great length of time the supply of employees 
who may become proficient in any industry. The monop- 
oly wages to be realized in an employees’ combination will 
attract employees from other occupations, who will make 
themselves proficient in the industry affording the mo- 
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nopoly wages. The trade organization may endeavor to 
control these employees also; but, for the same reason 
that an employers’ combination cannot continue indefi- 
nitely to buy out all the competitors attracted to an 
industry on account of the monopoly profit, so the 
trade organization of employees cannot indefinitely take 
care of all the employees attracted by the monopoly 
wages, except, perhaps, when it is able to force employers 
to employ only union men at union wages, and can con- 
trol apprenticeships. The only monopolies, therefore, that 
can have a permanence independent of the mobility of em- 
ployers and employees seeking such business and employ- 
ment as will afford them a maximum utility of time are 
those which are created by special legal enactment or 
which can control the raw materials that constitute the 
substance of the finished products. But, although this is 
the case, the gains made possible by temporary monopoly 
are none the less real. 

A combination may establish a monopoly price for its 
products; and, although the monopoly may be only tem- 
porary, this price, for the time being, may be sustained as 
in the case of a permanent monopoly, since in practical 
industry a considerable time is required for an outsider to 
develop the facilities for commanding any considerable 
share of the monopoly gains. And, even when the com- 
bination is obliged to restore the original price on account 
of such threatened competition, the monopoly may be 
re-established as often as conditions are again relatively 
the same as when the monopoly was created. With 
regard to the consumer the economic status of a temporary 
monopoly is, for all practical purposes, the same as that of 
a@ permanent monopoly. When a combination of em- 
ployers has reduced the price of raw materials, those who 
supply them to the combination can shift, to a great 
extent, the loss caused by a forced reduction in the price 
of materials on to their own employees, in the same way 
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that the employer can shift the increase in wages 
demanded by a trade-union monopoly on to the consumer 
o the commodity. Just as an increase in the price of a 
product caused by monopoly can be shifted by each one 
who handles the product so as to affect only the last 
buyer, so a reduction in the price of a product caused by a 
combination of buyers can be shifted by each one who han- 
dles the product, so as to affect only the first one that sells 
it. Finally, when all the different interests in all indus- 
tries are controlled by close combinations,— the consumers, 
the employers, the employees, both in the case of the raw 
materials and the finished products,— then the conditions 
which govern the price of products come again to be very 
similar to what they were in the case of free competition 
in all of these interests. Both in the case of free com- 
petition and of combination in all interests the rate of 
exchange of products is governed by equivalent utility of 
time, since under free competition the competitor may 
undersell those who may be realizing an exceptional 
utility of time, and, in the case of combination, a mo- 
nopoly price will attract more to the industry, so that the 
total proceeds realized by the combination must be divided 
among a greater number, and, eventually, the price that 
will afford an equal utility of time must be restored. 

The advantages to be gained by combination are realized 
in the greatest degree by those interests that are first in 
the field in the general development towards combination, 
since, if all industries were controlled by combinations, 
each individual would lose as much by the higher price, so 
to speak, of any product he might purchase as he would 
gain from the higher price of any product he might sell. 
These advantages are gained, and are only possible, at the 
expense of those whose conditions are such as do not 
readily admit of combination, as in the case of consumers, 
and of those whose employment is of an irregular char- 
acter, or in a scattered industry, like farming. Although 
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all industries might finally be controlled by combinations 
affording permanent advantages with regard to economy 
in production, the combinations having control of raw 
materials can also command a monopoly price which is 
only occasionally possible to combinations that have not 
this advantage. Under present industrial conditions we 
have industrial combinations deriving a gain from perma- 
nent augmehtations in rate of production and temporary 
monopoly prices; and we also have permanent monopolies 
in the supply of raw materials, deriving a gain both from 
permanent augmentations in rate of production and per- 
manent monopoly prices. The competition among capi- 
talists seeking opportunities for the investment of great 
accumulations of new capital will prevent a monopoly 
price from being permanently commanded by any combi- 
nation that cannot permanently control the sources of 
supply of the materials that enter into the product. The 
only permanent gains possible to such combinations are 
those that result from economies in production, which, 
however, do not affect the price of the product so long 
as any other competitors cannot produce under similar 
advantageous conditions. On account of the quantity of 
capital available for investment increzsing faster than the 
number of those who can consume it in production, the 
rate of profit or interest gradually falls; but the total 
quantity of profit and interest received from the invest- 
ments increases, and in the division of the total product 
the proportional share received by the capitalist becomes 
relatively greater. At the same time the rate of earnings 
or wages, and also the quantity of earnings or wages, 
received by the borrower or employee, becomes greater, 
although the proportional share of the total product re- 
ceived by the borrower or employee becomes relatively 
less. So with regard to their future the employees and the 
borrowers are better off, as well as the capitalists, when 
the latter reinvest their interest and profit in industrial 
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enterprises, than if the interest and profit was distributed 
among the borrowers and employees, and consumed by 
them in present satisfactions. 


The foregoing is a very brief study of some of the 
relations in organic life that pertain to welfare. But in 
a modified form, without the use of mathematical analysis, 
and in language conforming more to current usage, this 
sketch presents the substance of the more important parts 
of the development of the Science of Welfare. In an ex- 
haustive development of the science these relations are 
more fully shown and classified in detail, and the relations 
obtaining in the future period during the consumption 
of capital are considered from the standpoint of the future 
time also. The method of treatment consists simply in 
examining with precision and developing systematically 
the relations necessarily involved and subsisting in the 
materials of the ‘subject,—organisms and environment. 
The fundamental terms and concepts are derived and 
adapted from those in familiar use in the related biologi- 
cal sciences. In its development the theory follows a 
course comparable with that of organic evolution, and is 
suggestive of the concurrent economic evolution. It thus 
provides a rehabilitation of economic science along the 
lines of modern evolutionary thought. Based upon the 
undisputed facts of organic life and the obvious relations 
of organisms to environment, the body of the theory is 
stated in an uninterrupted series of closely related equa- 
tions in strictly logical sequence. By the development 
of the conception of the utility of time an adequate and 
satisfactory explanation of all the real issues of economics 
is provided, the commensurability of effort and reward is 
found in the metabolism of organic life, a rational explana- 
tion of exchange is provided without bringing into the 
problem such non-emerging quantities as the utility to 
the merchant of the goods he sells and the cost of pro- 
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duction of the goods he buys, and a complete reconcilia- 
tion of the classical and Austrian schools is shown. The 
examination of every element that enters into the problem, 
with a view to the final determination of its bearing upon 
. the welfare of the organism and the universal use of the 
conception of the utility of time, enables a very closely 
interrelated and unified theory to be developed, which 
permits of an even more elegant mathematical treatment 
than that of the physical sciences. 


PARTIAL SYNOPSIS OF THE SCIENCE OF WELFARE. 


1. In any act of conduct of any organism the utility of 
the time spent in the act depends upon katabolism and 
environment. 

2. Since, in estimating utility of time, the katabolism, or 
pain, is subtracted from the anabolism, or pleasure, it may 
be assumed that the intensity of the effort has such a 
value that the utility of time is always a maximum. 

8. The utility of time is the product of the rate of pro- 
duction of goods and the utility of goods, or the product 
of the rate of production of capital, the yield of capital, 
and the utility of goods. 

4. For the realization of a maximum welfare from the 
time apportioned to the production of different kinds of 
goods, the utility of time in the production of the last 
increment of each kind of goods must be the same. 
Therefore, the rate of production of the last increment of 
any two kinds of goods must then be inversely propor- 
tional to their utility. 

5. Since the rate of production of goods depends upon 
the capital and skill possessed, and the utility of goods 
depends upon the fortune already available for consump- 
tion at the same time, the relative utilities of the time of 
different individuals in the production of different com- 
modities will depend upon their relative capital, skill, and 
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fortune. So that the utilities of time of two individuals 
in the production of two different commodities may be 
said to be equivalent when their inequality in utility of 
time just corresponds to their inequality in the amount of 
capital, skill, and fortune they possess. 

6. For each individual to remain permanently in that 
occupation which will afford him a maximum utility of 
time, the rate of exchange between commodities must be 
such that the utilities of time of all shall be equiva- 
lent. 

7. In order that a maximum welfare shall be afforded in 
the consumption of different commodities, their average 
rate of production must be inversely proportional to their 
average utilities, so that the general rate of exchange of 
two commodities must be proportional to their average 
rates of production or inversely proportional to their 
average utilities. 

8. The difference between the utility of time in the 
indirect production of a commodity by means of exchange 
and the utility of time in the direct production of the 
same commodity is the barterage gain due to the substi- 
tution of the indirect for the direct method of production. 

9. Case 1. A maximum welfare is afforded by the 
a, rtionment of time between the production of present 
goods and the production of cap tal in precisely the same 
manner as a maximum welfare is afforded in the produc- 
tion of goods of different kinds. 

10. Case 2. A barterage gain is afforded by the ex- 
change of present goods and capital in precisely the same 
manner as in the exchange of goods of different kinds. 

11. Case 8. A loanage gain afforded by the exchange 
of future goods and capital is distributed between the 
producer and consumer of the capital according to rela- 
tions between the quantity of capital and number of con- 
sumers with regard to the rate of production of goods. 

12. Case 4. Botha barterage gain and a loanage gain 
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may be afforded by the exchange of future goods and 
present goods, and these gains and their distribution are 
determined in the same manner as in the simple cases 2 
and 38. 

18. When, capital is borrowed at a constant rate of 
interest or when employees are employed at a constant 
rate of wages and there is an increase in the quantity of 
the product resulting from the employment of each suc- 
ceeding increment in the quantity of capital or an increase 
in the number of workmen, then fora given rate of interest 
or wages there will be a definite quantity of capital or 
number of employees to correspond to a maximum differ- 
ence between the total quantity of product and the quan- 
tity paid as interest for the capital or as wages to the 
employees. 

14. A. When the number of consumers of the capital 
is controlled by its possessor, the distribution of the loan- 
age between consumer and possessor is determined by the 
rate of wages which corresponds to that number of con- 
sumers affording a maximum income, at that rate of 
wages, to the possessor of the capital. 

15. B. When the quantity of capital borrowed is con- 
trolled by the consumer, the distribution of the loanage 
between the consumer and possessor is determined by the 
rate of interest which corresponds to that quantity of 
capital affording a maximum income, at that rate of 
interest, to the consumer of the capital. 

FREDERICK KELLOGG BLUE. 
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DIAGRAM 6. 





BRANCH BANKING IN THE UNITED STATES. 


Upon few subjects has the consensus of opinion of both 
economists and financial writers been more general than 
upon the advantages of branch banking over a system of 
separate local banks. Its superiority in respect to safety, 
economy, the equalization of rates for loans, and the dif- 
fusion of banking facilities, cannot be questioned. The 
system is common to all commercial countries, with the 
exception of the United States; and it has been the set- 
tled conviction of writers to whom experience and knowl- 
edge of banking give authority that its prohibition in the 
national banking law and in that of most of the States is 
a serious defect, and that these advantages would follow 
the adoption of the system in this country. The original 
causes of restriction and the arguments usually advanced 
against greater liberty will hardly bear the test of impar- 
tial examination. Prejudices aroused in the course of 
Jackson’s war against the Second Bank of the United 
States; a somewhat absurd fear of an impossible monop- 
oly in banking; and the self-regarding interests of local 
bankers,— have been, however unreasonable, effective ob- 
stacles to any change. Until very recently the probabil- 
ity of any modification of our banking laws in this direc- 
tion has been remote. The discussion of branch banking 
has been almost entirely academic, useful in the exposi- 
tion of banking principles and practice, but not earnestly 
desired by even a respectable minority of active bankers, 
whose operations, we may conclude, have not been ham- 
pered in any serious manner. Branch banking has now 
found active support both among leading bankers and in 
Congress. In several of the numerous measures which 
have been brought forward to secure a more elastic note 
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issue, branch banking has been authorized, though, it 
should be added, always as a matter of secondary im- 
portance. The subject seems now to have entered the 
stage of practical politics, and its consideration with 
particular reference to existing economic conditions and 
banking methods in the United States deserves careful 
attention. Accepting at the outset the advantages of 
branch banking already mentioned, it will be the pur- 
pose of this paper to estimate the value of these gains 
and to consider certain disadvantages which may be ex- 
pected to follow from the adoption of the system at the 
present time in the United States. 

The superiority in safety of branch banking rests upon 
three considerations of very general validity,— superior 
ability of management, wider area of risks, and greater 
effectiveness of reserves. The first point of superiority 
requires no comment, The second depends upon gener- 
erally recognized insurance principles. The larger the 
number of individual borrowers, the smaller is the like- 
lihood in general of serious loss from their failure to 
meet obligations. The danger of heavy losses at any one 
time is further reduced if the bank is engaged in busi- 
ness over a wide geographical area, with loans based upon 
more kinds of business than is possible to local banks, ex- 
cept in large centres of population. The explanation of 
the greater effectiveness of reserves is closely analogous. 
A bank must actually hold or be able to get at all times 
enough money to meet any demands which, upon the most 
conservative estimate, are likely to be made upon it. The 
larger the number of depositors and the more varied their 
business, the less likely are these demands to come at any 
one time. Such demands vary with the season of the 
year, both in different trades and in different sections of 
the country. At any given time the deposits of one 
group of individuals or in one section of the country will 
be increasing, while those of another group or section will 
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be drawn down. The bank with many branches can con- 
centrate its reserve wherever the demand arises. In a 
measure this is true in the United States at present, under 
the system of bankers’ deposits in reserve cities ; but the 
transfer of cash would be more immediate and automatic 
under a branch system. Moreover, the existing system 
is exceedingly unsatisfactory during periods of acute dis- 
tress. It is possible for the banks of a city to unite 
upon some common policy to allay a panic; but experi- 
ence shows that at such times country banks withdraw 
deposits to protect themselves, even when they are in no 
immediate danger. The credit structure as a whole is 
weakened, reserves become unavailable at points of great- 
est danger, and banks fail which might have survived 
with a little timely assistance.* 

The greater efficiency of reserves may result not only 
in greater safety, but also in an important economy in the 
cost of banking facilities, since upon the same amount of 
cash as a basis a much larger structure of credit may 
be safely reared under the branch banking system. In 
Canada, cash holdings normally run between 7 and 8 per 
cent. of demand liabilities, while in the United States the 
proportion is in the neighborhood of 15 per cent.t The 
economy of the branch system is indirectly brought out 
if we assume that the law prohibited the deposit of re- 
serves, even though there were no legal requirement of 

* This statement should not be taken too absolutely. The relation between 
country banks and their city correspondents is often very close. The aid to the 
former through taking over of loans by means of rediscounts is not incon- 
siderable, while out-of-town banks often relieve the pressure upon city banks 
by lending directly in the financial centres. 

tThe Canadian banks are, in a sense, an outlying dependency of the New 
York money market. They lend money at call there, and withdraw funds 
whenever their home demands or foreign exchange payments bring about an 
extraordinary demand upon them for funds. Their reserves should perhaps 
more properly be compared with those of our banks outside of central reserve 
cities, which in September, 1901, held a cash reserve of about 10 per cent. ; 


but their deposited reserves in central reserve cities were vastly greater than 
the net deposits of the Canadian banks in other banks. 
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amount. Under such circumstances the city banks, being 
without bankers’ deposits, might with as great a degree 
of safety as at present hold a smaller reserve with the 
same total of demand liabilities; but, clearly, the country 
banks, if each stood absolutely alone, would require much 
more money to secure the existing degree of safety than 
would thereby be released. Another source of economy 
comes through a smaller expense of management. Much 
can be saved in banking, as in any other occupation, when 
the business is carried on upon a large scale. Particularly 
great is the saving in this direction in the case of small 
branches as compared with the very small bank, and this 
renders possible the extension of banking facilities to 
places where the amount of business would be altogether 
too smali for an independent bank. 

These economies under competitive conditions would 
doubtless result in lower rates for loans, not so much 
in the reserve cities, where the accumulation of bankers’ 
deposits gives great advantages to the borrower, as in the 
smaller cities and in the country generally, where the 
large city banks would probably extend a network of 
branches. Even more important than lower rates is the 
equalization of rates which would be brought about, not 
so much through the economy of branch banking as by 
the greater mobility of capital. At present banking capi- 
tal throughout the country, as shown by the ownership 
of bank shares, is very largely local capital. Dividends of 
banks in the Western and Southern States are considera- 
bly greater than those of banks in the East, but capital 
does not flow thither for banking purposes.* Under 
branch banking the mobility of capital is almost perfect, 
while with the local banks its immobility is at the maxi- 
mum. The investment of capital at a distance in small 
banks clearly involves great risk and also not a little 
trouble, because each single investment must be for a very 


*See Comptroller’s Report, 1901, vol. i. pp. 454-456. 
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small sum. Under branch banking, capital in unlimited 
amounts would seek the region of high rates, thus increas- 
ing loanable funds and reducing rates. The absolute 
equalization of rates would not follow throughout the 
country. Money rates are certain to be lower in the 
great financial centres than elsewhere. Rates are indeed 
uniform in Scotland; but, from a banking point of view, 
Scotland is provincial to London. In Canada, rates do 
not vary much more than 1 per cent. between different 
parts of the country; but even that degree of uniformity 
is not to be expected in the United States. Until banks 
can extend credit in the form of notes as cheaply as in the 
form of deposit accounts, those parts of the country in 
which business requires some form of money which passes 
readily from hand to hand will always involve their banks 
in greater expense for the same amount of accommodation. 
Moreover, differences in economic conditions between 
various parts of the country are always a factor to be 
reckoned with. Business is generally subject to greater 
risks in the newer parts of the country than in those more 
fully settled. Both people and conditions are more specu- 
lative, and the general debtor character of such commu- 
nities is an influence in the same direction. The wide- 
spread prosperity of the last few years has placed the 
agricultural States of the West in a much better financial 
position, which is already reflected in a lower level of rates 
for loans; but it cannot be expected, under any system, 
that there should be as great an equalization of rates in 
the United States as in Canada, and certainly not so much 
as in small and relatively stable European countries. 
When all qualifications have been made, however, the 
reduction should be considerable and of great economic 
importance. 

The advantages of branch banking have been but 
briefly outlined, since they are so evident as to require 
little proof, and are worked out in great detail in 
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general banking literature.* These advantages are un- 
questionably real, and not to be wisely foregone, except 
for strong reasons. It is possible, however, to exaggerate 
their importance, and to overlook other consequences 
which may follow the establishment of branch banks not 
so satisfactory in their results. Some improvement in 
safety and lower rates may be secured at too great cost, 
and it may be feared that the enterprise which the local 
banks have shown and the aid which they have given in 
the general development of the country will be dimin- 
ished. This is a matter difficult of proof in the absence of 
recent actual experience of branch banking in this country. 
The consideration of the subject with reference to special 
conditions in the United States must be largely hypothet- 
ical, based upon an analysis of the operations of the local 
banks with reference to certain characteristic features 
of the economic development of the country. 

Under an ideal system the banker is solely and exclu- 
sively a banker. He has no greater interest in one indus- 
try or class of investments than in another. It is his func- 
tion to lend money and credit, by means of which those 
actively engaged in industry can meet the fluctuating 
demands made upon them. With his own and the tem- 
porarily idle capital of others he makes advances to 
supply temporary requirements for capital. This rigid 
practice is nowhere followed absolutely, nor is it possible 
that it should be; but there is a wide difference in this 
respect between different banks in the same community 
and between different communities. In England this 
conception of the function of bankers seems to be more 
strictly adhered to than elsewhere, certainly more than in 
other European countries, if we except the reserve banks 
of issue under government influence. 

In the United States, aside from a few of the city 


*See Sound Currency, vol. vi., No. 1, ‘* Branch Banking and Discount 
Rates,” R. M. Breckenridge, and especially a bibliographical note, p. 2. 
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banks and some of those which are owned and controlled 
by one person, a very different condition has prevailed. 
The banks have not been large enough to be the most 
important financial interest of those who own and control 
them or to overshadow through the amount or mass of 
business the particular individual interests of directors. 
Leaving out of consideration for the moment the banks 
of the large cities, what we may call the typical American 
bank can be roughly characterized in the following man- 
ner. With a capital of from $25,000 to $300,000, it will 
be engaged in business as indicated by loans and discounts 
to an amount seldom exceeding $1,000,000. In respect 
both to capital and business the amount varies primarily 
with the population of the town where the bank is situ- 
ated, and in a lesser degree with the section of the coun- 
try.* The ownership of these banks is, as has been 
observed, almost entirely in local hands. Controlling 
ownership is not infrequently in the hands of a single 
person or group of persons closely united in other busi- 
ness relationships. There are indeed banks that are little 
more than adjuncts of some manufacturing corporations ; 
though they may be regarded as exceptions. Examination 
of the personnel of the boards of directors will generally 
show that the bank or banks in any town include a large 
proportion of the most successful men engaged in its 
various occupations. In agricultural sections the direc- 
tors are the leading merchants and a number of the more 
prosperous farmers, while in the East the place of the 
farmer is generally taken by men engaged in the manu- 
factures carried on in the locality. The danger that the 
fortunes of the bank may be too closely bound up with a \_ 
single industry or too closely connected with the affairs 
of the directors is very great, and has been the cause of 

* In 1901 there were in Vermont 47 national banks, with an average capital 
of $137,000; while the 118 national banks of Kansas had an average capital of 


$71,000. There were 10 banks in Vermont with a capital of at least $200,000, 
and but 4 banks in Kansas. 
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many failures; it is one of the unavoidable weaknesses 
of the small local bank, and might seem to be another 
reason for the branch system. On other grounds, how- 
ever, we may find reason to believe that the principal 
advantage of the separate local bank is found, if any- 
where, in the local position and interests of those in con- 
trol. A directorate so composed has the advantage of 
extensive local knowledge and of very intimate acquaint- 
ance with the individual borrower. The importance of 
this knowledge is vastly greater in the country than in 
large cities, because the loans actually made are not so 
liquid in their nature, and because many more loans are 
made in which the personal element is the determining 
factor. In any bank there are wide differences in the 
nature of the securities upon which loans are made, and 
also between banks in large cities and elsewhere in the 
relative importance of the different kinds of securities. 
Outside of large cities, banks make few loans based upon 
approved stock exchange securities, in relation to which 
the personal standing of the borrower is of little or no 
importance. In the country, on the contrary, a very 
large proportion of the loans are based upon the judg- 
ment formed by the directors of the character and ability 
of the borrower and upon the probable success of particu- 
lar business ventures. These loans clearly involve great 
risk, and from the standpoint of safety alone might bet- 
ter be avoided; but their importance and value, in the 
economic development of the country, is very great. 
Without them the course of development would go on 
much more smoothly, with fewer ups and downs, but 
also, it may be believed, less rapidly. The risk of such 
loans, always great, must be vastly increased where the 
manager of the bank is not in possession of the fullest 
local information. Under a system of branch banks that 
risk would be greatly increased, and the resulting loss 
would be so serious as to require much greater conserva- 
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tism. Herein is to be found the most fundamental prob- 
lem to be settled in any adequate discussion of the 
advantages of branch banks in comparison with local 
banks. 

The reasons, for the necessity of greater conservatism 
under the branch banking system appear on the surface. 
The branch must be in the hands of a local manager, 
who may be either a person born and bred in the place, 
or a member of the staff of managers of the bank, moving 
from one branch to another until he reaches the level 
suited to his abilities. The former is more likely to be 
the case of a branch which has taken the place of a 
recently absorbed local bank, since as many as possible 
of those formerly connected with the independent bank 
are naturally retained, among other reasons, because it 
renders more easy the negotiation of absorption. In the 
case of a long-established branch, it is more likely to be 
managed by one of the staff of managers sent from the 
central office or some other branch. He will be aided by 
a local adviser, if we may assume that the Canadian cus- 
tom will be followed. In this way the personal knowl- 
edge of the directorate of the local bank is in some degree 
combined with general experience supplied by the man- 
ager, but seldom will the personal knowledge at the branch 
equal that at the small bank. The burden of responsibil- 
ity will rest upon the manager, who, if able and energetic, 
will almost certainly not remain permanently. This will 
be particularly true of the small branches, which will be 
used as a good field in which the younger managers may 
gain experience. The manager will always be kept in 
close touch with the central office, all matters of impor- 
tance being referred to it for approval. However ear- 
nestly the policy of the bank may be to encourage in- 
itiative on the part of the branch agents, the forces 
requiring conservative action on their part will always 
be too strong to be overcome. Between the enterprising 
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manager, desirous of making a good showing for his 
branch and reputation for himself through the reckless 
increase of business, which will lead to heavy losses, and 
the manager who is temperamentally unable to take any 
initiative at all, the bank will endeavor to find a mean, 
which will be secured by regulations covering the dealings 
of the manager and the reference of important matters to 
the home office. Clearly, the rigidity of the system 
must increase with the geographical area covered by 
the banks and the variety of conditions and industries 
with which its business is related. Again, the necessity 
for careful control will be much greater in a country 
of rapidly changing conditions, where speculation on 
account of the possibility of high returns from success 
is general. In all these respects the United States pre- 
sents a more difficult field for the successful operation 
of branches than almost any other country in the world. 
Considerations which in a country of more stable condi- 
tions might be overlooked, here take a position of the 
first importance. Even in Scotland, whose banking sys- 
tem has been almost universally accepted as that best 
worth imitating, and where general conditions would 
seem to be most suited for branch banking, some of 
these natural effects of branch banking have been 
observed by a well-known writer : — 

The agent is merely the hand of the head office, put out or drawn 
back as directed. This system tends to preserve soundness in the 
business; but it curtails it, and dwarfs the banking experience of the 
staffs. Of course, in the large towns the agents require to have a 
little more latitude; but they are apt to find that with more latitude 
they may get out of their bearings, and be required to make their 
own reckoning. A Scottish agent usually finds that his best plan is 
to keep within the letter of his instructions, and never to ta 1. 
sonal responsibilities. The business of the bank may be stunted in 
the locality, but the head office will have all the more money to 
finance with; and the agent acquires a reputation for careful man- 
agement. This state of matters is a constant source of discontent 
among traders in the provinces; but any material alteration of i is 
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improbable. It is the inevitable result of the centralizing process 
which has been in operation for many years past. 

Self-preservation makes them [the agents] cautious in giving 
advances. Indeed, applicants for accommodation, especially when 
the amount involved is considerable, sometimes find head offices or 
private bankers more ready to entertain their proposals than branch 
offices. This is not, however, so much owing to the action of agents 
as to the fact that principals are naturally more diffident in matters 
brought before them through the medium of representatives than 
they are in direct communications. This fact is often adduced as 
an argument against the branch system of banking as compared 
with a multiplicity of banks. But it must be recollected that the 
former principle has the advantage in the all-important elements of 
solidity and the economy of capital.* 


The probable effect, then, of the adoption of branch 
banking would be to reduce rates for loans upon the very 
best security, while it would seem probable that many 
borrowers would fail to get accommodation at all. 

The latter part of this conclusion requires further illus- 
tration and proof, since criticism similar to that just 
quoted is not frequently heard from writers or from those 
engaged in active business in foreign countries. 

Too much significance should not be attached to the 
absence of complaints in foreign countries of the workings 
of the branch banking system. Few persons have had 
experience in banking in more than one country, except 
in the large financial centres, where none of the conse- 
quences of branch banking would ordinarily be felt. Sat- 
isfactory evidence can only come from persons who have 
engaged in active business in small places, both in the 
United States and in foreign countries. 

The supposition that the two systems might continue 
together side by side is extremely improbable. In every 
country where the branch banking system prevails, the 
process of bank amalgamation has gone on very rapidly, 
particularly during the last twenty years; and no one can 


*A.W. Kerr, Scottish Banking during the Period of Published Accounts, 
1865-98, pp. 125-129. 
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doubt that in the United States the movement would be 
quite as swiftly executed as in any European country. 
The undoubted ability of the large banks with branches to 
lend on the best security at lower rates than the individ- 
ual banks would be very certain to drive the latter from 
the field. Attempts to retain a foothold through the more 
hazardous loans alone would soon prove fatal to solvency. 
Private bankers and note brokers would perhaps take a 
more important position than at present. Borrowing at 
low rates from the large banks, they would serve as 
intermediaries between them and large numbers of bor- 
rowers. This seems to be a very common practice in 
France and other European countries.* The borrower 
who has the best security, it will be agreed, is deserving 
of some consideration; and a system which lays a burden 
upon him to make possible loans involving a greater risk 
may seem to be unfair. This injustice is in part, at any 
rate, more apparent than real, since comparatively few 
borrowers are able to furnish equally good security for all 
their loans, and many large borrowers of high financial 
standing throughout the country secure loans in New 
York and other centres of cheap money. In the East the 
establishment of branch banking would certainly lead to 
fewer changes than in other parts of the country. In the 
West, where banking is well diffused at present, the 
advantages would be comparatively slight in many direc- 
tions, though the changes in the character of the loans 
made by the banks would probably be great. In the 
South, which suffers most from lack of banking facilities, 
the advantages would be greater, though that region does 
not seem to require greater commercial banking facilities 
so much as the introduction of mortgage banks and co- 
operative credit associations of a quasi-philanthropic 
character, such as the people’s banks so common on the 
continent of Europe. 
* Courcelle-Seneuil, Opérations de Banque, p. 321. 
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The number of failures of small local banks has been 
often commented upon in discussions of this subject. 
Statistics have been often compiled showing the number 
of failures of small banks in the United States, and in 
comparison with most other countries the number of 
failures is certainly excessive. Without doubt the num- 
ber would have been less under a branch bank system, 
and probably the total loss would have been less; but 
under any system failures and losses would have been 
greater in the United States than in countries whose 
conditions are more stable, and where accordingly there 
is less scope for and less temptation to engage in specu- 
lative transactions. In Scotland with local banks we 
may be quite sure that the number of failures would 
have been distinctly less than in the United States, 
Moreover, the number of failures in this country under 
the existing system may be expected to diminish as the 
entire country approaches more nearly the settled condi- 
tions of the older States. Of the 234 failures of national 
banks between 1892 and 1901, 30 took place in the 
eleven North Atlantic States, while there were 20 
in the State of Texas alone. That unsound banking 
is not prevented by branch banking alone is illustrated 
by the experience of Australia, where a long period 
of land speculation, fostered by the banks, culminated 
in 1893 with the failure of 14 out of 26 banks holding 
more than half of the total banking deposits of the entire 
continent. In Canada, also, down to 18938, losses were 
quite as great as under the national banking system, 
although since that time the advantage has been dis- 
tinctly in favor of the Canadian banks. 

In the discussion of failures, attention should not be 
confined exclusively to the relative amount of losses 
under the two systems. Questions relating to money 
and banking have been almost continuously matters of 
political and social agitation in the United States. The 
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underlying cause of this exceptional division of opinion 
has been the position of large sections of the country as 
debtor communities. A narrow region of the country, 
slowly widening westward, has presented the normal 
social relationship of debtors and creditors living side 
by side. A very large part of the country has constantly 
presented the phenomena of an active people possessing 
little capital, with rich resources, which, however, have 
been too unlimited in amount to be very satisfactory as 
a@ commercial asset. In the attempt to develop these 
resources they have borrowed from a distance, not neces- 
sarily too much for the most rapid development, but so 
much as to bring upon them certain difficulties and dis- 
comforts. Periods of active speculation have been fol- 
lowed by periods of acute depression, marked among 
other ways by the disappearance of so much money 
to meet payments at a distance as to occasion a more 
or less chronic condition of scarcity of a circulating 
medium for every-day purposes. This geographical sep- 
aration of debtor and creditor has been the cause of 
much agitation for cheap money, and also of the ill feel- 
ing and distrust with which Eastern moneyed institutions 
have been regarded. The area of the country in which 
this one-sided relationship exists is rapidly growing 
smaller, and the feelings which it occasioned are slowly 
dying away. It is difficult to imagine anything which. 
will more certainly arouse them to full vigor than the 
failure of one or more large banks with a network of 
widely scattered branches. Under our present system 
a number of banks may fail at about the same time 
in different parts of the country, and the effect of each 
failure remains localized. In the case, however, of the 
failure of a large bank with branches in different parts of 
the country, the failure is much more dramatic and is 
long remembered. The failure of the City of Glasgow 
Bank in 1878 is a familiar story to all Scotchmen, and 
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even the failure of the Western Bank of Scotland in 1857 
is not forgotten. When a local bank fails, the causes of 
failure, even though not understood in detail, can be 
ascribed to the dishonesty, negligence, or incompetence 
of some one or more persons well known in the vicinity,— 
always a very satisfying thing to do. Under the system 
of branches the causes of failure are remote to many of 
the sufferers and localities concerned; and if we assume 
the failure to be the result of the operations of the bank 
at its central office in a large city, as has usually been the 
case in other countries, little imagination is required to 
foresee the consequence in its effect upon public opinion. 
This danger takes a very serious aspect when we con- 
sider the nature of the ownership of some of our most 
important banks. The last few years have witnessed 
the growth in all our leading cities of banks possessed of 
large capital and engaged in business of far greater mag- 
nitude than any banks which we have had in the past, 
the Second Bank of the United States alone excepted. 
These banks have been the natural outgrowth of the 
requirement for banks capable of handling easily very 
large financial transactions. The movement in favor of 
branch banking among bankers comes largely from those 
who have formed these large banks. In the absence of 
that liberty, control and ownership by groups of capital- 
ists of several banks in the same city, and in a few 
instances in different cities, has taken place, and is 
certain to go further. This movement is a natural con- 
sequence of the concentration of business of a banking 
nature in our largest cities, and particularly in New 
York, following the many industrial combinations of 
the last few years. It is said that these large combi- 
nations resort to banks less for current commercial 
needs than did the separate establishments of which 
they are composed. The amount of business in the 
aggregate brought to New York has grown very rapidly 
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since all the financial transactions of the combinations are 
concentrated there, while the demands upon banks in 
those places where production is actually carried on have 
not increased in the same proportion. Under a branch 
bank system this transfer of business would have taken 
place easily and would hardly have been noticed. In the 
absence of branch banking there has been a notable 
growth in the lending of out-of-town banks in the leading 
financial centres, only partially, and rather irregularly, 
meeting this demand. So much may be suggested in 
explanation of the recent growth of interest in the subject 
of branch banking. In itself it does not offer a reason 
for or against the system. 

The entire subject, however, is brought into touch with 
this discussion when one considers the nature of the owner- 
ship and control of many of the largest of our city banks. 
In outlining the general character of American banks, those 
in the monetary centres were left out of view. They have 
held in the past a position somewhat more independent 
of particular industries and personal interests than the 
generality of banks. There is reason to suppose, however, 
that this is less true now than it was twenty-five years 
ago, and particularly in the case of some of the largest 
and, it may be added, best managed banks. With the 
growth of large corporate enterprises and the control (even 
more than the ownership) of wealth in a few hands, the 
control of even the largest of banks has become desirable, 
not as a chief source of income, but as a convenience in 
connection with other enterprises. It is not intended to 
condemn this situation. It would seem to be a natural 
development of the general railroad and industrial methods 
which prevail in this country. But these conditions 
weaken the application to the United States of conclusions 
drawn from the working of branch banking in other coun- 
tries. It is quite possible that, just as there are now some 
large banks controlled by purely banking interests, the 








258 QUARTERLY JOURNAL OF ECONOMICS 


same would be true of banks under the branch system. 
Recent experience, however, gives reason to suppose that 
the other group of banks would be more active in extend- 
ing their operations throughout the country. The same 
drastic methods which have been successful in bringing 
about combinations in the industrial world would doubt- 
less appear in banking, and it may be questioned whether 
such rough-and-ready methods would not be more dan- 
gerous and harmful in banking than to railroads or indus- 
tries generally. The likelihood of a rapid and peaceful 
transformation from local banks to branch banking is, in 
the existing state of opinion among the vast majority of 
small bankers, very remote. Amalgamation and absorp- 
tion could probably not be brought about except under 
the pressure of competition of the. most rigorous sort. 
The period of transition might well therefore be one of 
difficulty and uncertainty; but in the long run, notwith- 
standing difference in ownership, it is not improbable that 
there would be little difference in the policy and methods 
of the banks of this and other countries. The manage- 
ment of these large banks, however owned, may be 
assumed to be too far-seeing and intelligent to fail to 
give all customers, whether in the large cities or in the 
country, every possible facility. The danger that such 
a@ bank will lock up its funds in those large enter- 
prises in which its managers and owners are primarily 
interested may be easily exaggerated. The larger the 
institution, the more it has at stake, and the more it has to 
gain from a uniformly careful regard for regular business 
dealings. The interests of the general mass of customers 
of the banks would probably be cared for, even at the 
expense of some dealings of the larger sort which might 
have been entered upon at the central office. The more 
reckless financiers do not often appear on the boards of 
directors of the large banks. When all is said, however, 
it must be concluded that at the present time, while we 
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are going through a process of industrial reorganization, 
and until the results of this transformation shall have 
been tested by time, it is hardly wise to intrust the re- 
organization of our banking system to the same group of 
influences. 

The advantages of branch banking are incontestable ; 
and the arguments urged against the system are after all, 
in large part, dependent upon temporary conditions and 
feelings. Under such circumstances a single step in the 
desired direction is to be preferred, both because more 
likely to be permanent and because it gives a basis of 
actual experience for further legislation. In a country 
so large and with so diversified conditions as the United 
States it may be questioned whether unlimited branch 
banking will ever prove satisfactory. No area of the 
same extent and diversity of condition is at present oc- 
cupied by a system of branch banks. Liberty to open 
branches in the same county or in the same State would 
give a wide field for the application of the system over a 
field neither so varied in conditions nor so wide in extent 
as to excite the fears aroused by the proposal of branches 
for the country as a whole. The consequences of failure 
would be less serious if confined to a single State, since 
the vague fear and distrust of the money centres seems 
to grow directly with increasing distance. There would 
clearly be a great difference in results between different 
States. In States in which there are large cities, such as 
New York and Illinois, the large city banks would proba- 
bly extend branches throughout the area opened to them. 
In purely agricultural States, like the Dakotas, no such 
large institutions could be created, though the territory 
covered by their branches might be as inclusive. In all the 
States, however, there would be room for the growth of 
banks respectable in size, and able to secure expert man- 
agement and efficient directors. The absence of uniform- 
ity has never been a serious matter among English-speak- 
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ing peoples, and it may be added that these differences 
between the banks in different States would be no greater 
than their economic and social differences. Again, in the 
large cities perfect freedom in establishing branches 
might be of much advantage. The business relations of 
the large cities with each other are very close, while those 
of the smaller cities and of the country are usually centred 
in the nearest large city. In cities of the largest size the 
appearance of such competition would probably not be 
seriously disturbing to existing banks. Such a plan would 
facilitate payments and business of the largest sort which 
are concentrated in and between the large cities, and 
resemble in many ways those of international banks and 
exchange houses. Proposals of this limited character 
would seem to have better prospects of legislative ap- 
proval and would probably secure every advantage to 
be expected from unlimited branch banking. 


O. M. W. SPRAGUE. 


Harvarp UNIVERSITY. 














THE RESIDUAL CLAIMANT THEORY OF DISTRI- 
BUTION. 


A survey of the development of economic thought during 
its scientific period reveals the early emergence and curious 
persistence, in successive guise, of a theory of distribution con- 
veniently denominated in the phrase of one of its most dis- 
tinguished expositors “the residual claimant” theory.* That 
theory, briefly stated, is that in the distribution of the product 
of industry among the several factors claimant the share of 
each factor save one is determined by an independent or co- 
ordinate law of apportionment, and that the factor so excepted 
enjoys the peculiar advantage of receiving as its share the 
remnant of the product,— that is, the residual part not specifi- 
cally allotted to the other claimants. 

Rent, interest, wages, and —in later analyses — entrepre- 
neur’s profit have been treated by political economists as 
the essential factors in distribution. our distinct phases 
of the residual claimant theory might thus be anticipated, 
accordingly as the landlord, the capitalist, the laborer, or the 
entrepreneur is, respectively, regarded as the residuary lega- 
tee. This result has been precisely realized in the modern 
history of economic thought. Theories of rent, interest, 
wages, and entrepreneur’s profit— successively and in the 
order given— have been formulated upon the principle of a 
residual. The physiocratic theory of distribution was essen- 
tially a theory of rent residual. In the classical political * 
economy it was the capitalist employer to whom accrued all 
the product not specifically allotted to the other claimants. 
Francis A. Walker, reacting from the gloomy determinism 
of the wage-fund theory, assigned the strategically favorable 
position of residuary legatee to the laborer, Finally, in the 
brilliant studies of Professor John B. Clark it is the entre- 
preneur, as distinct from the capital owner or the directive 
manager, whose gains or losses in dynamic industry are 
measured by a simple subtraction. 

*Francis A. Walker, Political Economy (New York, 1883), p. 265. 
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In the following pages it is proposed to describe these sev- 
eral theories in their historical succession, and to suggest the 
essential inadequacy of any theory of residue in economic 
distribution. 

I. 


We turn to “the first scientific school of political economy” 
in the natural expectation of finding a formal theory of eco- 
nomic distribution. Yet the physiocratic doctrine was here 
more explicitly conceived than stated. The prime concern 
of Quesnay and his followers was: first, to demonstrate that, 
under the existing economic régime, France “was rapidly 
impoverishing itself, living above its means, and consuming 
not only its revenue, but its capital”; * and, second, to point 
out how national prosperity might be attained by a wiser 
expenditure of the national surplus, or produit net. That 
such a surplus did result from econome production, and 
that it remained in the possession of the land-owner upon 
the completion of the productive process, were facts so 
obviously confirmed by contemporary economic conditions 
that Quesnay —as much social reformer as abstract econo- 
mist — devoted less attention to explaining how such a sur- 
plus resulted than to indicating how it could be wisely 
expended. The real contribution of Quesnay to the theory 
of distribution was thus not the hopeless intricacy of the 
Tableau Economique, but far more the underlying assump- 
tion of that work,—the concept that economic production 
leaves in the hands of the land-owner a residual or surplus. 

In Turgot’s Réflexions sur la Formation et la Distribution 
des Richesses,— a systematic exposition of what may in the 
main be regarded as the physiocratic doctrines,— the theo- 
retical basis of the produit net received fuller explanation ; 
and it is accordingly from its terse paragraphs that an 
explicit statement of the rent-residual theory may best be 
derived. 

Of the five different methods of employing capital described 
by Turgot,f the perfected type of economic organization is pre- 

* Henry Higgs, The Physiocrats (London, 1897), pp. 37-38. 


t Reflections on the Formation and the Distribution of Riches, translated and 
edited by W. J. Ashley (New York and London, 1898), p. 81 (§ 83). 
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sented by “ enterprises of agriculture,” wherein the proprietor 
leases his land to a capitalist employer who advances the labor 
necessary to its cultivation, in addition to contributing his own 
“labor, risk, care, and skill.” The resultant product is then 
divided among three factors,—the proprietor, the capitalist 
employer, and-the laborers. 

The primary deduction is the share of the laborers, and this 
is fixed by an independent natural law, since “in every kind of 
work it cannot fail to happen, and as a matter of fact it does 
happen, that the wages of the workman are limited to what is 
necessary to procure him his subsistence.” * 

A second share goes to the capitalist employer; and this is 
also a determined amount, since compensation for employer’s 
risks forms a definite sum, and interest is equivalent to the 
revenue which would accrue without effort, were the same 
capital invested in land.t 

These two deductions having been made to reward labor and 
capital, respectively, the residual reverts to land: “the surplus 
serves the Cultivator for paying the Proprietor for the permis- 
sion he has given him to make use of the field for setting his 
enterprise on foot. This is the price of the lease, the revenue 
of the Proprietor, the net produce.” ¢ 

The theory of rent residual thus outlined is defective in a 
dual sense. In common with all residual formule, it under- 
takes to present an empirical process as a theoretical principle. 
But, even in the form stated, it is vitiated by inherent fallacy. 
Béhm-Bawerk has made clear that a theory of interest based 
upon the “ fructification ” of land is an argument in a circle.§ 
When the attempt is made to formulate a theory of distribu- 
tion in connection therewith, the defect becomes glaring. 
Rent is then described, as by Turgot, as the surplus of 


* Reflections on the Formation and the Distribution of Riches, translated and 
edited by W. J. Ashley (New York and London, 1898), p. 8 (§ 6). 

+ ‘besides the return of their capitals, that is to say, of all their advances both 
original and annual, 1. a profit equal to the revenue they could acquire with 
their capitals without labour ; 2. the wages and the price of their labour, of their 
risks, and of their industry; 3. that wherewith to replace annually the wear 
and tear of the property employed in their undertaking, the cattle that die, the 
tools that wear out, etc.”” Ibid., p. 55 (§ 62). 

+ Ibid., p. 56 (§ 62). 

§ Capital and Interest (London and New York, 1890), p. 65. 
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product over wages and gross profit; but interest is defined 
in terms of rent. The resultant equations are indeterminate. 

It is almost a commonplace to emphasize that the rent-re- 
sidual theory of the physiocrats was a reflex of the economic 
conditions of contemporary France. “We must recollect,” 
noted Arthur Young in 1792, “that much the greater part of 
the lands of France are not let at a money-rent, but at one- 
half or one-third produce. . . . Such a tenantry, contributing 
so little beyond the labour of their hands, are much more at 
the landlord’s mercy than would be the case of wealthier 
farmers.” * In the case of the poorer métayers who, “ possess- 
ing nothing, are merely content to live,” land rent easily 
became a gross residual. Where capital to an extent beyond 
the barest equipment found its way to the land, minimum 
return was grudgingly allotted to prevent withdrawal of 
capital from the soil. 


Il. 


Adam Smith’s theory of distribution was, in the main 
a rent-residual theory. The Wealth of Nations presented 
acute observations as to an independent method of rent deter- 
mination, and the conspicuous extravagances of Quesnay and 
his school were omitted. But, all allowance made, Smith’s 
general contention in this particular was, like the physiocrats’, 
that wages and interest f are definite, independently deter- 
mined shares of the product, that rent is a residue, and that 
this order of distribution is a consequence of the dominance 
of the landlord in the economic process. 

The industrial revolution, on the threshold of which the 
Wealth of Nations was written, was completed in the gen- 
eration separating David Ricardo from Adam Smith. Capital 
displaced land as the dominant factor in economic organization, 
and the strategically favorable position in economic distribu- 


*Travels during the Years 1787, 1788 and 1789; undertaken more particu- 
larly with a View of ascertaining the Cultivation, Wealth, Resources, and Na- 
tional Prosperity of the Kingdom of France (2d edition, London, 1794), vol. i. 
Pp. 353 et seq. 

+ More accurately, “‘ gross profit.” The term “interest” is here employed to in- 
dicate the composite reward of the capitalist employer, in order to avoid possible 
confusion with the entrepreneur’s gain or pure profit, hereafter considered. 
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tion before occupied by the land-owner was taken by the 
capitalist. This transition was reflected in economic writing 
by the passing of the rent-residual theory and by the emergence 
in the Ricardian economics of an interest-residual theory. 

Professor S. N. Patten has happily emphasized a cardinal 
difference between the economic systems of Adam Smith and 
David Ricardo by denominating the first a theory of prosperity 
and the second a theory of distribution.* The bank restric- 
tion and the corn laws were the central topics of economic 
debate in England during the first quarter of the nineteenth 
century. The concrete issue presented by the bullion con- 
troversy was whether the recipient of a fixed income should 
suffer increasing injury by the progressive depreciation of the 
currency. The kernel of the early corn-law struggle was 
whether legislative policy should be shaped in the interest of 
the landlord or the capitalist. 

Both questions were essentially problems of distribution ; and 
it was inevitable, with public attention centred on these topics, 
that economic writing should pass from consideration of how 
the wealth of the nation was produced and augmented to an 
analysis of how that wealth was distributed, and how such 
distribution was likely to be affected by pending legislation. 
The endeavor of English political economy in the generation 
from Ricardo to the younger Mill is expressed in the Preface 
to Ricardo’s Principles of Political Hconomy and Taxation. 


The produce of the earth —all that is derived from its surface by 


‘ the united application of labour, machinery, and capital — is divided 


among three classes of the community; namely, the proprietor of the 
land, the owner of the stock or capital necessary for its cultivation, 
and the labourers by whose industry it is cultivated. .. . To determine 
the laws which regulate this distribution, is the principal problem in 
Political Economy. 


The solution given by the Ricardian economists to this 
principal problem lacked nothing in definiteness. Capitalist 
employer, landlord, and laborers divided among themselves the 
total product of industry, the two latter claimants receiving 


*“ The Interpretation of Ricardo,” in Quarterly Journal of Economics, April, 
1893. 
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definitely determined portions, the first remaining in possession 
of the residue. In this process of apportionment the primary 
deduction was the share of the landlord, or rent.* This was 
easily ascertainable, being the difference between the product 
in question and that which would have resulted from the use 
of an equal amount of capital and labor under conditions iden- 
tical with those of the least productive portion. 

Greater difficulty was presented by the second phase of the 
problem ; viz., after the deduction of rent as the share of the 
landlord, what determines the amount of wages, or the portion 
of the laborers? Ricardo, Malthus, West, Mill, McCulloch, 
and the lesser lights of the period, each in turn addressed him- 
self to this query, with results different in detail, but marked by 
a certain fundamental unity. 

That unity lay in the distinction, drawn by Adam Smith and 
persisting through John Stuart Mill, between the tendency of 
wages in a stationary society and the rate of wages in a pro- 
gressive or improving society. In a stationary society, where 
capital fails “to increase faster than mankind,” wages tend to 
conform to the natural price of labor; that is, are dependent 
upon “the price of the food, necessaries, and conveniences re- 
quired for the support of the labourer and his family.” ¢ But 
in an improving society, where “the increase of capital is 
gradual and constant,” wages do not conform to their natural 
rate, but attain a market rate, dependent upon “the proportion 
of the supply to the demand.” § And, since “in proportion to 

*“ We shall begin with the explanation of Rent, or the share received by 
Landlords, as it is the most simple, and will facilitate the explanation of the laws 
upon which the shares of the Labourers and Capitalists depend.” James Mill, 
Elements of Political Economy (London, 1821), p. 12. 

+ In the general tendency of the classical political economy to reduce economic 
laws to compact rules of thumb, this differential mode of rent determination was 
ultimately given a misleading simplicity. Thus John Stuart Mill loosely defined 
the rent which “ any land will yield” as ‘‘ the excess of its produce, beyond what 
would be returned to the same capital if employed on the worst Jand in cultivation” 
(Principles of Political Economy, Book II. chap. xvi. § 3). But the earlier 
writers were more careful. James Mill, in particular, formulated “a general 
expression for Rent ” (Elements, 1821, p. 17), which is free from the defects pointed 
out by recent writers upon the subject; cf. a paper by the present writer, ‘‘ The 
Concept of Marginal Rent,” in Quarterly Journal of Economics, January, 1895. 

t David Ricardo, On the Principles of Political Economy and Taxation (Lon- 
don, 1817), p. 90, 98. 

§ Zdid., p. 92, 98. 
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the increase of capital will be the increase in the demand for 
labour; in proportion to the work to be done will be the de- 
mand for those who are to do it,” it follows that “the rate of 
wages depends on the proportion between Population, and 
Employment, in other words, Capital.” * 

Thus, in any event, wages are fixed by independent deter- 
mination. Under certain industrial conditions, summed up 
in the phrase “stationary society,” wages conform to the 
laborer’s standard of life. Modified by an accelerated or 
retarded increase of capital, relative to the supply of labor, 
wages rise or fall in proportion to that modification. 

With a clear differential constituting the share of the land- 
lord and a distinct determination of the reward of the labor- 
ers, the classical political economy made no attempt to attain 
any independent law of gross profit or interest, but had 
recourse to the easy device of a residual. James Mill intro- 
duced his discussion of profit with the explicit statement : f — 


When it is established that the whole of the annual produce is 
distributed as rent, wages of labour, and profits of stock; and 
when it is ascertained what regulates the portion which goes to 
rent, and what the portion which goes to wages, the question is also 
determined with regard to profits of stock ; for it is evident that all 
which remains is included under that denomination. 


The neglect of the classical political economy to formulate 
an independent theory of interest proceeded from its failure 
to realize a positive service of capital in production. It is 
true that land, labor, and capital were formally described as a 
productive triad, entitled to “divide among themselves, the 
whole of the annual produce of the country.”f But, in 
actual analysis, land and labor were never conceived either 
as factors in production or as claimants in distribution in any 
degree co-ordinate with capital. The conspicuous fact in the 
industrial England of the Ricardians was that the other produc- 
tive factors worked for the capitalist, not with him. With capi- 

* David Ricardo, On the Principles of Political Economy and Taxation (Lon- 
don, 1817), p. 95; James Mill, Hlements of Political Econemy (London, 1821), p. 25. 

+ Ibid., p. 54; of. Francis A. Walker, Political Zeonomy (New x ork, 1883), p. 


267, for similar statements in the writings of the Ricardian economists, notably 
De Quincey’s dictum that “ Profits are the leavings of Wages.” 


t James Mill, Elements of Political Economy (London, 1821), p. 11. 
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tal so visibly dominant in the industrial process there seemed no 
occasion to inquire what was its real service in production and 
what its real title to a share in distribution. 

The labored efforts of James Mill and McCulloch, and the 
more noteworthy attempts of Lauderdale and Senior to deter- 
mine the economic function of capital,* were incident to a con- 
sistent development of the classical theory of value rather 
than to any direct interest in the query itself. Not until at 
@ somewhat later period, when socialistic writing had chal- 
lenged the right of capital to any share in distribution, did 
the orthodox political economy make any serious attempt to 
ascertain the service of capital in production. 

Out of these conditions an interest-residual theory naturally 
grew. It corresponded to the obvious facts of contemporary 
industrial organization, and it reflected the dominance of the 
capital-concept in economic analysis. The purpose of a theory 
of distribution was to show not how much of the product the 
capitalist employer received by determination, but how he 
retained that which he already held by possession. A residual 
theory satisfied this requirement fully, and the further useful- 
ness of an independent method of determination seemed only 
for demonstration and verification. 


III. 


The wage-fund theory held sway in English political econ- 
omy, with at best inarticulate and unavailing dissent, for the 
two generations following Ricardo. The first formal indict- 
ment came from Longe in 1866, followed by Cliffe-Leslie’s 
criticism in 1868, by Thornton’s attack in 1869, and by Mill’s 
ponderous recantation in the same year. Whatever new life 
was given by “patched and revamped versions” thereafter 
was finally extinguished by the powerful assault of Francis 
A. Walker, first, in a brilliant essay on “The Wage-fund 
‘Theory ” in the North American Review in January, 1875; 
‘@ year later, with convincing detail, in a treatise on Zhe 


Wages Question. 


* Cf. Edwin Cannan, A History of the Theories of Production and Distribution 
én English Political Economy from 1776 to 1848 (London, 1893), chap. iv. § 4. 











THE RESIDUAL CLAIMANT THEORY 269 


But neither in the essay nor in the book did Walker, any 
more than Longe, Cliffe-Leslie, or Thornton, substitute a 
new theory of distribution for the one whose mainstay he so 
completely destroyed. It is true that Walker’s refutation of 
the wage-fund theory, far more than any of the critical studies 
which preceded it, contained positive elements of importance. 
Indeed, these early studies might reasonably be described 
as presenting “something like a proper philosophy of wages.” * 
Yet by the widest stretch they could not be made to fill the 
gap in economic theory left by the abandonment of the wage- 
fund theory. This was the significance of Sidgwick’s criticism 
in 1879 in reviewing recent contributions to the theory of 
wages: f — 

In short, it seems to me that while Professor Walker’s argument 
gives a coup de grace to the old wages-fund theory, it supplies no 
substitute for it; it leaves us with no theoretical determination 
whatever of the average proportions in which produce is divided 
between labor and capital. 

It is not unlikely that Sidgwick’s criticism, which, Walker 
subsequently admitted, “at the time seemed a hard judg- 
ment,” played a part in stimulating the brilliant American 
economist to the further development of his thought and the 
attainment of “a complete and consistent body of doctrine 
regarding the distribution of wealth.” ¢ 

The course of this further development was naturally 
enough in the direction of a theory of entrepreneur’s gain, or 
net profit. A distinct service of Zhe Wages Question had 
been the final differentiation, as an economic functionary, of 
the entrepreneur from the capitalist, and an analysis of the 
composite profit of the prevailing theory of distribution into 
two elements, each subject to independent determination — 
the one being interest due for the use of capital, and the other 


*Francis A. Walker, “The Source of Business Profits,” in Quarterly Journal 
of Economics, April, 1887, p. 267. In this noteworthy essay, Walker has left 
Tecord of what he deemed the significance of his earlier studies ; and few critics 
will quarrel with the cautious phrase of his summary; c/., in particular, p. 266-267. 

t‘*The Wages-fund Theory” in Fortnightly Review, September, 1879, p. 411. 
Quoted by Walker in “The Source of Business Profits.” 

+cCf. ‘The Source of Business Profits,’ in Quarterly Journal of Economics, 
April, 1887, p. 268. 





——— See 
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being entrepreneur’s gain, or net profit due for the personal 
exertion of the employer. 

A logical development of earlier thought suggested to 
Walker the equivalence of demand and supply, and, upon 
more careful analysis, the principal of marginal productivity, 
as a law of interest.* It thus appeared that the intimate 
relation which had been conceived as existing between wages 
and gross profit, in reality existed between wages and net 
profit or entrepreneur’s gain. Accordingly, a principle of ap- 
portionment determining the respective shares of the laborers 
and the entrepreneur became the essential problem of the new 
theory of distribution. 

The Ricardian economics had made the capitalist employer 
the residual claimant in industry and the beneficiary of all in- 
crease in productivity from whatever cause resulting. This 
strategic advantage appeared necessarily connected with the 
status of residuary legatee in the distributive process. Certain 
facts of American industrial life lent color to the view that in 
practice the laborer, and not the entrepreneur, received, or 
might receive if he asserted his claim thereto, whatever eco- 
nomic surplus or unearned increment resulted from industry. 
The theoretical basis of the peculiarly favorable position of 
the American workman seemed, therefore, to be an indepen- 
dent law of entrepreneur’s profit and a residual theory of wages. 
Under these conditions it is not surprising that a differential 
theory of profit and a residual theory of wages, “the key-stone 
to the arch,” were presented by Walker, first in his Political 
Economy in 1883, and repeatedly thereafter with a precision 
of language and an abundance of detail that leave nothing to 
be desired on the part of the expositor. 

The product of industry, according to Walker, is divided 
into four great shares and assigned to four classes of claimants 
in a certain order of allotment. First, rent is deducted, being 
determined in amount by the Ricardian formula. Next, in- 
terest is withdrawn, being fixed “by the productiveness of 
that last (considerable) part of the supply, which is applied to 
industry ‘at the greatest disadvantage.’” + Entrepreneur’s 


* Political Economy (New York, 1883), part iv. chap. iii.; First Lessons in 
Political Economy (New York, 1898), chap. xxii. 
t First Lessons in Political Economy (New York, 1893), p. 243. 
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profit constitutes the third deduction, being determined by a 
differential rent-like formula and consisting, in the case of each 
employer, of “that which he has produced over and above 
what the employers of the lowest industrial grade have been 
able to produce with equal amounts of labor and capital.” * 
Three shares being thus assigned and three claimants satis- 
fied, the remainder of the product reverts to the laborers as 
wages, As to the quality of this remainder, we are left in no 
manner of doubt.f 


This is the residual share of the product of industry,— residual in 
this sense, that it is enhanced by every cause which increases the prod- 
uct of industry without giving to any one of the other three parties 
to production a claim to an increased remuneration, under the opera- 
tion of the principles already stated; residual in the sense that, even 
if any one or all of the other parties to production became so engaged 
in any given increase of the product as to become entitled to an en- 
hanced share in its distribution, their shares still remain subject to 
determination by positive reasons, while wages receive the benefit of 
all that is left over after all the other claimants are satisfied. 


Walker’s theory of distribution, like List’s theory of pro- 
tection and Carey’s theory of rent, represents a reaction born 
of intimate acquaintance with American economic conditions 
from the traditional doctrines of the English classical political 
economy. No one familiar with the obvious facts of industrial 
relations in the United States could be expected to assent to 
the primary assumption of the wage-fund theory, that a pre- 
determined quota of the wealth of the country was set aside 
for the payment of wages, leaving the actual rate of wages 
dependent upon the number of persons applying for employ- 
ment, irrespective of their industrial quality. It required less 
than Francis A. Walker’s splendid equipment to reject the 
direct corollaries of the wage-fund theory, that “no gain in 
the efficiency of the individual laborer, whether taking the 
direction of greater energy or of greater economy; no me- 
chanical invention, no chemical discovery, however much the 
capability of production may be increased thereby, can profit 

* “ The Source of Business Profits,” in Quarterly Journal of Economics, April, 


1887, p. 282. 
t Ibid., p. 282. 
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the laborer anything, except as it first enhances the profits of 
the employing class, and thereby adds to the capital of the 
wage fund, to be thereafter expended in purchasing labor.” * 

The formal status of the laborer in the United States was 
still as fixed by a contractual wage relation. But on every 
hand there were concrete facts lending color to the belief that 
wages were not paid out of capital, “the saved results of the 
industry of the past,” but out of the “product of present in- 
dustry,” and that “production furnishes the true measure of 
wages.” f 

Had Walker stopped at this point, or, better, pushed his an- 
alysis further along the line of the last suggestion, “the rela- 
tion of the laborer’s efficiency to his wages,” | an important 
and enduring contribution to the theory of distribution would 
have been made. We should have then had an independent 
theory of wages in logical development of the sugges- 
tions thrown out by Jevons, Hearn, and Shadwell, whose 
dissent from the accepted doctrines and whose positive ten- 
dencies were noted and appreciated by Walker.t We should 
have probably obtained a productivity theory of wages in 
strict harmony with the most reasonable phases of current 
economic thought. The efficiency of the laborer would have 
constituted the upper limit of his possible wages, and his ap- 
proximation thereto would have been determined by his com- 
petitive strength. 

This was the safe ground to which a reasonable and logical 
reaction from the wage-fund theory should have led. But, in- 
tent upon showing that the laborer could not be deprived, if 
he so willed, of the product of his own increased efficiency, 
Walker, in expanding “a philosophy of the labor question ” 
into a rounded theory of distribution, undertook the unne- 
cessary task of proving that the whole surplus of industry was 
within the grasp of the wage-earner, and — alighted upon the 
shifting sand of a residual theory.§ 

* Political Economy (New York, 1883), p. 267. t The Wages Question, p. 128. 

+“ The Wage-fund Theory,” in the North American Review, January, 1875, 
p. 118, note. 

§“‘the wages class receive a benefit from any increase of the product of in- 
dustry corresponding to that derived by the residuary iegatee, whenever the total 
value of the estate concerned is ascertained to have been, or by some unantici- 
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It is something akin to that “superabundance of proof” and 
that “vaulting ambition” in scientific analysis which Walker 
later found the defect of Carey’s attack upon the Ricardian 
law of rent * that vitiates his own theory of wages and mars 
an otherwise valuable and suggestive theory of distribution. 


IV. 


“ There is presented to the student of to-day a more highly 
organized industrial system, and a more complicated process of 
apportioning the social income, than those that were observed 
by Adam Smith, David Ricardo and John Stuart Mill.” + 
Written in 1888 in preface to preliminary studies of joint 
authorship, these words fairly suggest the ultimate endeavor 
of Professor John B. Clark, then already clearly conceived 
and since prosecuted with a vigor and a fruitfulness that have 
enriched economic science and brought distinction to Ameri- 
can scholarship. 

It is interesting to contrast the scientific purposes of Francis 
A. Walker and John B. Clark in this connection. Both for- 
mulated theories of distribution; but the theories were 
conceived very differently, and each bears the imprint of its 
origin. Walker wrote in a spirit of reaction, with a spectral 
wage-fund still looming up before him, and with mind intent 
upon proving, above all things, that the laborer might make 
himself the direct beneficiary of industrial progress. In con- 
ception, as in content, Walker’s theories of profit and distribu- 
tion were corollaries of his philosophy of wages. 

On the other hand, Clark’s initial endeavor was a study of 
“the process by which the income of modern society is divided 
among its principal claimants”; and his ultimate purpose was 
“a systematic restatement of the facts and laws of the 
Distribution of Wealth.”¢ To this larger task a theory 
of profit constituted the natural approach, not in conse- 
pated cause becomes, larger than was in contemplation of the testator when the 


amounts of several specific bequests were determined upon.”’ “ The Source of 
Business Profits, ” in Quarterly Journal of Economics, April, 1887, p. 283. 

* Land and its Rent (Boston, 1883), p. 77. 

+ Clark and Giddings, The Modern Distributive Process (Boston, 1888), iii. 

t 1bid., p. iii. 
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quence of any peculiar interdependence of profit and 
wages, as Walker had insisted, but because of the indus- 
trial dominance of the entrepreneur and the signal inade- 
quacy of prevailing theories as to his reward. Entrepre- 
neur’s gain was “the prize of the social contest,”* and 
the mode of its award was still undetermined. 

To Clark as to Walker a signal defect of the Ricardian 
economics — made glaring in the light of American industrial 
conditions — was the failure to recognize the entrepreneur as 
a separate functionary in production, and entrepreneur’s gain as 
a distinct share in distribution. But not content with the dif- 
ferentiation of the entrepreneur from the capitalist, Clark 
pushed his analysis further, and undertook to show that 
“the entrepreneur as such is a composite person,” and that, 
“besides furnishing some capital, he still performs two 
unlike functions, and receives two distinct rewards.”* The 
first of these is as an industrial organizer —the captain of 
industry of Walker’s exposition—who “divides and sub- 
divides the labor of making a product, and assigns to each 
workman the part of the process to which he is adapted,” 
who “guards against wastes, impels workers to effective 
effort, and co-ordinates their labors.” { In this capacity he 
is a directive laborer whose compensation is merely a higher 
variety of wages,— the wage of directive labor. The second 
and more distinctive function of the entrepreneur might 
be described as mercantile rather than mechanical, growing 
out of the fact that “the employer buys out his partners 
in the productive operation,” and “ends by becoming the 
owner of every element of the product.”¢ In this ca- 
pacity he is a merchant, and “receives a margin of differ- 
ence between what he pays and what he gets.” ¢ 

These two functions of the entrepreneur are, however, ex- 
ercised alternately rather than co-ordinately; and with this 
distinction we come full face upon the characteristic features 
of Clark’s theory of distribution, to which we now briefly 
turn.§ Submitting to a profound philosophical synthesis the 


* Clark and Giddings, The Modern Distributive Process (Boston, 1888), p. 35. 

t Idid., p. 36. ¢ 1bid., p. 37. 

§ The Distribution of Wealth: A Theory of Wages, Interest, and Profits. New 
York and Londen, 1899. 
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various elements which the older economists sought to describe 
by the terms “natural,” or “normal,” and “market,” Pro- 
fessor Clark has conceived two vivid pictures of industrial life 
and distinguished them as “static” and “dynamic” respec- 
tively. In the first régime, that of a static society, popula- 
tion, methods, of production, forms of industrial establish- 
ments, and wants of consumers are stationary and changeless. 
The productive factors are labor, capital (including land), and 
directive skill. In the distribution of the product a single 
law of apportionment prevails, namely, marginal productivity. 
Wages, interest, and the wage-like compensation of directive 
skill correspond, respectively, to the productive contributions 
of these several factors. Static industry affords no occasion 
for exercise of the “mercantile” function of the entrepreneur, 
and yields no element of true entrepreneur’s gain, or pure 
profit.* 

A static industrial society, so conceived, is, however, purely 
imaginary, or, if realized, is but momentary in duration. 
Dynamic influences— changing wants, mechanical improve- 
ments, increasing population, growth of capital, industrial reor- 
ganization — in ceaseless succession stir and agitate the real in- 
dustrial world. The corollaries of a static régime —“ no varia- 
tion of actual prices from perfect competitive price; no 
change in ideal competitive prices themselves; no change in 
price-making conditions” |— disappear. Dynamic forces of 
disturbance and of friction produce incessant fluctuations of 
real or market, about theoretical or normal prices; and the 
real problem of distribution seems to be an apportionment of 
dynamic, not of static, values. 

But the laws of static distribution are overlaid rather than 
overturned by dynamic forces. Slowly, but surely, competitive 
forces will award to the laborer as wages the product of 
marginal labor. Economic change and industrial readjust- 
ment may delay, but cannot prevent, capital from eventually 
receiving as interest, and directive labor as guasi-wages, shares 


* “ Cost prices are, of course, no-profit prices. They afford, in the case of each 
article, enough to pay wages for the lubor and interest on the capital that are 
used in making it; but they give no net surplus to the entrepreneur as such.”’ 
The Distribution of Wealth, pp. 78-79. 


t Ibid., p. 81. 
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of the product equivalent to their respective marginal con- 
tributions. Gradually, the disturbance subsides, static influ- 
ences reassert themselves, market fluctuations decline, and 
normal standards emerge. 

It is in this interval of transition, temporary or recurrent, 
that the second, or “ mercantile,” function of the entrepreneur 
has play. Market prices are carried now above, now below, 
normal or cost prices. The entrepreneur in his capacity as 
merchant assumes the variation; and the margin of difference 
constitutes the real share of the product,—pure profit or 
loss. 

There is, however, a sharp distinction in mode of determina- 
tion between the mercantile element of the entrepreneur’s re- 
ward, or pure profits, and every other share in distribution. 
In the case of every other claimant the common law which 
obtains is that “competition forces the user of any productive 
agent to give to the owner of it the amount that it brings into 
existence. What it earns for its owner is determined directly, 
not residually.”* In the case of the distinctive compensation 
of the entrepreneur the principle which prevails is residual 
determination : f — 


The reward of the entrepreneur in his capacity as owner of a 
product comes to him, as rain from the clouds, through the action of 
forces lying beyond the range of his dominant influence. He has 
nothing to do but receive it. He must accept what comes into his 
treasury, and submit to what goes out of it; the difference which is 
pure profit or loss, is fixed without appeal. 
or, more briefly : } — 

Entrepreneurs’ profit and residual income are synonymous 
terms. 

The careful student turns from Professor Clark’s pages with 
a profound sense of scientific progress. Much that was dark is 
illumined, more that was entangled has been simplified, through- 
out there is suggestion and stimulus. Only one-half of the 
course has, however, been traversed ; and the theory of dynamic 

* The Distribution of Wealth, p. 345. 


+t The Distributive Process, p. 40. 
t The Distribution of Wealth, p. 204. 
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economics lies before us but in outline. To that extent any 
criticism of its essential features is handicapped. It is conceiv- 
able that the fuller exposition which all students of economic 
theory eagerly await will bring conviction. But, with the evi- 
dence now at hand, the use of the residual principle in lieu of 
an independent or co-ordinate theory in determining the share 
of the entrepreneur as such seems regrettable, 

The distinctive function of the entrepreneur — the mercantile 
activity which finds scope only under dynamic conditions — 
rests upon positive qualifications, and is exercised with more or 
less success according to the degree in which these qualifica- 
tions are possessed. Pure profit consists in the excess of a 
fluctuating market price above the gross expenses of produc- 
tion. It will be great or small according to the success or 
failure of the entrepreneur in anticipating dynamic changes 
and in adjusting his operations accordingly. This anticipa- 
tion and adjustment may range from a reasoned foresight to 
little better than a fortunate guess. Here an entrepreneur 
scales down his wage-list a little earlier or delays granting an 
unavoidable increase a little longer than his competitors. 
Here superior shrewdness or acumen secures, even though for 
a brief interval, more favorable credit relations, or trims a 
prompter course in avoiding the pinch and in profiting by the 
plethora of capital. Here a keener captain of industry outstrips 
his rivals in introducing an improved method of production or 
in establishing a more efficient form of organization. Here a 
producer is successful above his fellows in anticipating changes 
in consumers’ wants. Pure profit may be “the prize of the 
social contest”; but the award is not by blind chance nor by 
uncontrollable circumstance, but a definite return for positive 
service. The same law of distribution — marginal productiv- 
ity — which prevails with respect to the other claimants is 
applicable in the case of the entrepreneur as such. He will 
receive that portion of the product-value imputable to his dis- 
tinctive contribution,— shrewdness, foresight, daring, even ex- 
ploitative power. His share, like every other claimant’s, is 
capable of independent determination and by the use of the 
same principle. It is residual only in the same sense as is 
every other claimant’s, namely, that it may be estimated as that 
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part of the product left after the assignment of all the other 
shares by positive determination. 

Standing in the whirl of modern industrial life, with the 
entrepreneur dominant as never before in the economic process, 
now reaping fabulous gains, now suffering ruinous losses, a 
residual theory of profit is a natural phase of economic analysis. 
When the vista shall have lengthened somewhat, and the 
essential principles of present-day production, now lost in the 
nearness of detail, shall have become visible, it is perhaps 
not too much to hope that a profit-residual theory will be rele- 
gated to the same limbo to which a rent-residual theory, an 
interest-residual theory, and a wage-residual theory have 
already been consigned. 


V. 


Viewed as independent analyses or disassociated from his- 
torical setting, the several phases of the residual claimant 
theory appear as inexplicable lapses of scientific inquiry. Ex- 
amined in the light of theoretical context and studied in 
connection with practical conditions, the successive aspects of 
the theory become intelligible as the interpretation, graphic, 
though not ultimate, of contemporary industrial life. 

The physiocratic theory of distribution reflected the eco- 
nomic organization of France of the middle eighteenth century. 
A dominant land-owning class and a rack-rented tenantry 
found theoretical expression in a rent-residual formula. When 
two generations later the problem of distribution became 
again, in the hands of the Ricardians, the prime concern of 
economic inquiry, the leadership had passed from the landlord 
to the capitalistemployer. With the landlord and the laborer 
receiving predetermined, contractual amounts, and the capi- 
talist employer in possession of the remainder, economic analy- 
sis naturally enough sought independent theories of rent and 
wages, and rested content with a residual theory of interest. 

The wage theory of the classical political economy was, how- 
ever, distinctly relative to the period and place in which it 
was formulated ; and the attempt to apply its rigid corollaries 
to radically different conditions led to refutation and reaction. 
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Francis A. Walker began by demonstrating that the laborer 
could not be deprived, if he so willed, of the fruit of his own 
increased efficiency, and ended by asserting, in the form of a 
residual theory of wages, that the laborer tended to receive, in 
the distribution of the product, the benefit of all industrial 
advance. | 

Finally, in the writings of Professor John B. Clark are re- 
flected that industrial dominance of the entrepreneur and that 
co-ordination of theories of distribution which characterize 
contemporary economic life and thought. A single distribu- 
tive principle is recognized in normal industry; but, in so far 
as dynamic changes put the entrepreneur in possession of tem- 
porary gains, a residual principle is operative. 

It thus appears that one last step remains to be taken before 
economic theory will have completed a full circle in its devel- 
opment. Landlord, capitalist, laborer, and entrepreneur have 
each in turn been elevated to the position of residuary legatee ; 
and landlord, capitalist, and laborer have in turn been reduced 
to the status of co-ordinate claimant. The entrepreneur is 
now in possession. But, if the progress of economic thought 
affords any instruction, surely the conjecture may be hazarded 
that his tenure is limited, and that the theory of profit will 
eventually be co-ordinated with the general principle of distri- 
bution to which it now forms a nominal but illogical exception. 


Jacosp H. Hotuanver. 
Jouns Hopxrins UNIVERSITY. 











OCCUPATIONS IN THEIR RELATION TO THE 
TARIFF. 


Prrsons Occuprep FOR GaIN IN THE UNITED STaTEs, 
ACCORDING TO THE CENSUS OF 1900, CLAssIFIED Ap- 
PROXIMATELY ACCORDING TO THEIR RELATION TO DutTizs 
uPON Fore1Gn Imports. 


Tue Census of 1900, when compared with the Census of 
1880, discloses some important variations in the pursuits of 
the people. It shows a very large gain both in the aggregate 
and also in the relative numbers “occupied for gain” in the 
field, the forest, the furnace, and the factory alike. Some 
changes in the methods of enumeration are stated, which ac- 
count in small part for these variations; but, after making 
allowance for these variations, the figures disclose a large 
reduction in the number of persons occupied in agriculture, 
coupled with a great increase in product. This reduction may 
surely be attributed to the more complete application of ma- 
chinery to the cultivation of the soil and to much greater 
intelligence applied to farming, higher wages or earnings 
being the consequence or result of the increasing production 
and lessening cost. 

The figures disclose a large proportionate increase in the 
number of persons, especially of women, occupied in trade 
and transportation. This change is due to the greater volume 
of products to be distributed. The figures of the number of 
shops for distribution also disclose an increasing number of 
small shops under individual management. The figures also 
disclose a moderate increase in the number of persons occu- 
pied in manufactures, in the mechanic arts, and in mining, 
coupled with a greater proportionate increase in the products, 
again showing a larger product per hand, higher wages and 
lessening cost. There are also a larger number of small work- 
shops under individual management, in ratio to population, 
than ever before. 

The proportion occupied in professional, personal, and do- 
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mestic service remains the same, within a very small fraction. 
The figures also disclose an increasing proportion of persons 
occupied in agriculture, manufactures, and mining, who depend 
upon exports for the disposal of the excess of their products 
after fully meeting domestic consumption, which excess, under 
existing conditions, can only be disposed of for export. 

Whether by means of protection or in spite of it (now a 
purely academic question), have we not reached a point in our 
industrial condition when it may have become a more im- 
portant problem how to keep the door open for our exports 
to foreign countries than how to close the door to foreign 
imports? The competition of low-priced or “ pauper labor” 
no longer excites alarm, in view of the fact that foreign states 
are making an effort to meet the competition of the “ cheap 
labor” of the United States. 

It is now an accepted truth, axiom, or principle in economic 
science that, in all arts to which modern science, invention, 
and mechanism can be applied, the highest rates of wages or 
earnings are recovered or derived from the sale of products 
made at the lowest cost of labor computed by the unit of 
product, either by the bushel, the pound, the ton, or the yard. 

In the subsequent analysis of the occupations of the work- 
ing force of 1900, numbering a fraction over twenty-nine 
million (29,000,000) persons, the writer has found it impossible 
to set apart one million (1,000,000) persons whose present 
work would be seriously affected in an adverse way, even if 
free trade were suddenly adopted,— a change which no one 
proposes and which very few would advocate. In his own 
judgment there are not two-thirds that number of persons 
whose work would be adversely affected, but he has added 
another third lest he should be charged with a personal bias 
due to his own point of view. 

A true method of revenue reform might be, first, to remove 
all duties on crude and partly-manufactured materials, with a 
corresponding reduction in rates on finished products in which 
they are component materials. Then, bearing in mind that 
under normal conditions of peace the revenue from liquors 
and tobacco, domestic and foreign, covers the cost of civil 
government, including army and navy on a peace basis, other 
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duties may be removed gradually year by year with the 
falling in of pensions. 

With this introduction the subsequent tables are submitted 
for criticism and correction, if any errors can be found. The 
judgment of economic students will doubtless vary in some 
measure in setting apart the relative number of persons who 
now depend in part upon protective duties; but the writer 
doubts it any one whose sole purpose is to elicit the truth and 
the facts, of which these figures are symbols, can make any 
considerable change in the relative proportions submitted in 
the subsequent tables. When the facts become established, 
the dread of business depression predicted, if any complete 
revision of the duties upon imports is undertaken, may be 
wholly removed. 

Can it be assumed that an abatement of the duties on fish, 
potatoes, coal, cord-wood, hay, scrap iron, and steel, or upon 
the iron ores of Canada and Cuba, can cause business depres- 
sion among the consumers, who would thus be supplied with 
a greater abundance of crude materials and food than ever 
before? Can it be assumed that the removal of the taxes 
upon Canadian lumber or upon the beef cattle of Canada and 
Mexico will cause business depression among the farmers of 
the West, who would thus be supplied with a greater abun- 
dance at a lessened cost of building and fencing material and 
of stock cattle to be fattened and finished on their grain 
crops? Can it be assumed that, even if the total abatement 
of duties on sugar could be carried with due regard to present 
revenue, it would cause business depression? If free sugar 
were assured, the dairy farmers and fruit-growers would be 
enabled to make an immense increase in their product of 
condensed milk and of jellies, jams, and preserves. Can it be 
assumed that the free admission of wool would cause business 
depression, even if the duties on woollen and worsted fabrics 
were correspondingly lessened to a revenue basis ? 

In this compilation I have made use of the condensed table 
of occupations given in the introduction to Census Volume II. 
on Population, in which volume more elaborate statements 
may be found. 

In the graphical table I have indicated in the shaded portions 
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.. AGRICULTURE. 
10,381,765. 
a Subject to foreign competition ........ . 200,000 
Free from foreign competition ..... . . . . 10,181,765 


Average proportion of the products of agriculture exported in 
recent years. 





2. PROFESSIONAL SERVICES, 1,258,739. Free of foreign competition. 





3. DOMESTIC AND PERSONAL SERVICE. 
5,580,657. 


Free from foreign competition. 





4. TRADES AND TRANSPORTATION. 
4,766,964. 


Free from foreign competition. 











5. MANUFACTURES, MECHANIC ARTS, 
AND MINING. 











Subject to urgent foreign competition, Il. ... . 400,000 
Subject in part to urgent foreign competition, ITI. . . 400,000 
Free of foreign competition ...... . + - 6,285,992 

Sa arr ae a ae 
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the numbers subject to foreign competition even in part; in 
the white sections, the proportions wholly or substantially free. 
In the section of Agriculture, I have indicated above the 
dotted line the proportion devoted to home consumption, 
and below the dotted line the proportion exported on the 
average of recent years. 

In one respect the figures of the imports and exports of this 
country do not mean the same thing as those of European 
countries. We export our surplus products: their imports 
consist of food, fibres, and fabrics necessary to their subsistence 
and to the conduct of their manufactures. Except when due 
to a short crop, as in the last year, a falling off in our exports 
of an increasing product, merely stands for an increased home 
consumption. An increased home consumption and an increas- 
ing import, especially of the materials used in domestic manu- 
factures, which is so conspicuous at the present date, indicates 
progress, and not retrogression of our domestic industry and 
consumption. 

The so-called balance of trade expressed in terms of money 
is fallacious and misleading. When we export our surplus 
which we cannot consume, and receive in exchange the articles 
of necessity, comfort, and luxury which we want, the larger 
the excess of imports over exports, the greater proof of our 
own profit. 

In order to enable any one to decide what course to take in 
this matter, the following analysis of the occupations of the 
persons who were occupied for gain in the census year are 
now presented. This census is the most complete ever taken. 
The same enumerators who counted the population also made 
the classification by occupations. It is stated that in each 
census many persons have classed themselves as laborers and 
are listed under the head of “ Personal Service ” who are oc- 
cupied in farm labor during some part of each year. The 
same qualification was made by Superintendent Walker in 
1880. This variation does not therefore affect the general 
conclusion, 

Attention is first called to the general classification under 
the Census of 1900:— 
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Population .. « « « « CORRR 87 
“ Occupied for gxin”—ie e. working for wages or r profit in money: 
fe . « » 28,754,205 
WOMB on ccc tt tt ws te os ee SOOTERI7 


1 in each 2.61 of the whole number. In 1880 the proportion occupied for 
gain was 1 in each 2.93. 
Occupations as classified in the census under general or collective titles : 


Agricultural pursuits . . . . . 1. - © 6 © «© © « «+ 10,881,765 
Pe ae ee ee ee ee ee ee 
Domestic and personal service. . . . .. + + + + + 45,580,657 
Trade and transportation. . . coeee « « SE 
Manufacturing and mechanical yussuiin isece & oe @ Jee 
SS Seer een es 
a a a oe ee ee ee 
Weiss wt tt tt ks Oe Se 


Each of these general classes must be subject to a second 
analysis, in order to separate those who are not exposed to 
competition from the import of products from other countries 
from those who are. 

For this purpose three lists are submitted : — 

I. Persons occupied for gain who would be free from the 
competition of an import from a foreign country (omitting 
Canada) if there were no duty on imports of any kind. 

II. Persons occupied for gain of whom a very small number 
may he subject to foreign competition, but the price of whose 
product depends in large measure upon the demand for 
export; also including persons occupied for gain who are now 
subject to, but who would be practically free from, foreign 
competition if the materials of foreign origin which enter into 
their processes were free of duty. . 

III. Persons occupied for gain who would be subject to 
severe foreign competition if all duties on importa, were sud- 
denly removed. 

(Canada is omitted because we now sell to Canada nearly 
double the value of products of agriculture, mines, and fac- 
tories that we import from her.) 

It is not held that these divisions have been or can be 
exactly made, but the variations are so small as to make the 
margin of error a negligible quantity. 

In dealing with agriculture, I have put into Class III. of 
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persons subject to foreign competition such number of persons 
as would correspond to the relative valuation of products of 
the farm which may be imported, as compared with the valuation 
of the crops of which products of like kind cannot be imported 
in any quantity. Many of these crops depend on the export 
of our surplus in establishing the price of the whole. 

In the census of Agriculture the total value of all farm 
products at the farms is computed at $4,739,118,752, divided 
among 5,739,657 farms, at an average of $826 per farm. 
Reasons are given why this is a slight underestimate, and that 
the value of all farm products exceeds $5,000,000,000. The 
number of farm products which may be exposed to the compe- 
tition of an import of like kind is very small. The special 
crops are : — 


Re a 2 6 8 4S e+ Oe 8 valuation, $7,891,613 
tes - - ea kw kw £6 6 8 - 19,624,901 
. Goa «se eek ee ee “ 56,993,003 
LS ee ae ee ee « 7,271,230 
Ee er eee “ 24,584,459 
ERS “ 45,723,739 
PG @ a6 4 2 6 + oe 6 ew eH ” 267,864 


$162,356,809 


To these may be added hides and skins, a few fruits and 
nuts, and some other small items. A small quantity of cotton 
is imported from Egypt; but it is for special use, and supple- 
ments rather them competes with American cotton. 

Adding these items, we reach about $200,000,000 worth, 
subject to foreign competition, or only 4 per cent. of the 
whole valuation, while $4,800,000 worth rests upon the export 
of the surplus to fix the price of the whole. 

But, even in respect to this $200,000,000 worth, not one- 
half would be seriously affected by an abatement of duties. 

Tobacco must be taken out, because it will always be a prime 
source of revenue both by excise and customs taxes. 

Domestic wool has always been in quickest demand, and 
has brought the highest relative price, when duties have been 
lessened or wholly abated after a short period of adjustment 
to new conditions, the reason being that the manufacturers 
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must have free wool in order to compete with foreign manu- 
facturers on even terms. 

No hand-cultivated rice can compete with the rice of Louisi- 
ana and Texas, where the rice grounds harden in the harvest 
season so as to permit the use of harvesting machinery. 

No hops can,compete with the hops of the North-west. 

Dealing with persons occupied in agriculture, in the propor- 
tion of one-half the valuation which may be subjected to 
foreign competition, we get 200,000 persons only out of 
10,000,000 subject to competition, leaving 9,800,000 free of 
foreign competition and in large measure dependent upon 
exports. 

With this explanation I now submit the tabulation under 
the three heads previously named. 


Crass I. 


Persons occupied for gain who are free from the competi- 
tion of an import from a foreign country. 

(We sell to Canada twice the quantity of the products of 
agriculture and of manufactures that we import. In ratio to 
numbers the Canadians are now our best foreign customers, 
and there is little opposition to the treaty of reciprocity.) 


Free or Foreign ComMpgtirtion. 


IN AGRICULTURE OR LISTED UNDER THAT TITLE. 


Farmers, planters, and overseers. . . . . . . 5,674,875 

Agricultural laborers .... . 4,410,877 

Gardeners, florists, and nurserymen. . . ; 61,788 

Dairy menand women .... . ‘ a 10,875 
Other agricultural pursuits. . . . . TES. ce 5,530 10,163,945 
Lumbermen and raftsmen . .... . a a 72,020 
Stock raisers, herders,and drovers . ..... . ras 84,988 
Turpentine farmers and laborers. . . ....... . 24,737 
Pre, Ew a ee a KR Ht ee 86,075 
10,381,765 

Less the number subject to competition removed to 
MI 5 se ae a ee a 200,000 


10,181,765 
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Aso Free or Forgign Compsrrirtion. 


All persons in professional service . . . nt Coe 
All persons in domestic and personal service .... . . . 5,580,657 
All persons in trade and transportation ....... =. . 4,766,964 


21,788,125 


Free rrom Foreign CoMPETITION IN MANUFACTURES AND THE 
Mecuanic Arts. 


Persons occupied in building trades. . . . . .... =. ~ 41,212,526 
Oil wells and employees . . eer ee 24,626 
Brick and tile makers (with a few qneeptions) . ee ee 49,933 
Miners and quarrymen _— a few —— a eae a” 563,866 
Bakers. . . ao Bee ke 79,188 
Sukes . . cheeses, dee aiay 113,956 
Confectioners (with a fow exceptions) . Peete en 6 SNL Be a $1,194 
ia aaa ee wre > % oo + «4 6 a « 40,548 
Blacksmiths . . 9 ae ee 226,477 
Tron and steel qushess (with a fw enseptions) ate see te 290,611 
Steam boiler makers . . . Me nee ae ee aS 33,046 
Stove, furnace, and grate cenateeme ot oe a ae a 12,473 
Wheelwrights .... ee ee 13,505 
Boot and shoe makers (with a few exeoptions) . ee 208,912 
Leather curriers and tanners (with a few exceptions) . .. . 42,671 
Bottlers and soda water manufacturers ......... 10,519 
Cabinet makers (with afew exceptions) . . ...... =. 35,619 
Coopers .... Ete. eb a + ere Sly 37,200 
Saw and planing mill operatives Be el eke,’ an a 161,624 
Other wood workers . . . . 2... 1. 2 2 we eee 111,273 
Paper box makers. . . TD gr oe ie ee ee 21,098 
Charcoal, coke and lime ie - et fall eg, a Re 14,448 
Model and pattern makers . . . ee ee 15,073 
Rubber factory operatives (with a few exceptions) ee ae 21,866 
Upholsterers . . . ie ae 30,821 
Small miscellaneous tobataten (with a few exceptions) . tron 471,300 
Printers, lithographers, and pressmen _ afew exceptions) . 155,147 
Fishermen and oystermen . . = 68,177 


Less the small number in > dene sea ‘fisheries 
transferred to No. III., numbering not over 8,000 60,177 
Engineers and firemen . . 223,495 
Less the proportion probably cooupled i in arts 
in Classes II. and III. in part or we sub- 
ject to foreign competition . . . 23,495 200,000 


4,289,697 
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Crass II. 


Persons occupied for gain who would be practically free 
from foreign competition if materials of foreign origin used in 


their processes were free of duty. 


Chemicals (other than oil wells and oils) . 

Glass workers (subject to a few exceptions) . 

Marble and stone cutters (subject to a few exceptions) . 

Potters (mostly making tiles, drain pipes, etc.) (subject to a fow 
exceptions) . <- “ake 

Butter and cheese (subject to a few exceptions) 

Food preparations 

Machinists © 

Tool and cutlery makers 

Wire workers 

Harness and saddle = 

Trunk and leather case 

Brewers and maltsters 

Distillers and rectifiers 

Brass workers 

Clock and watch makers 

Gold and silver workers 

Tinplate and tinware 

Other metal workers 





Bookbinders - 
Engravers oe 
Paper and pulp mills - Parmer pee eee 
Textile industries . .. 567,065 
Less those oxeapled in . the ‘finer and ‘fancy 
fabrics, say, removed to Class III. .. . 67,065 
Tailors, seamstresses, milliners, shirt-makers, and 
makers of other clothing. . . 907,466 
Less those who are on the finest ‘etd of 
fancy andfashion . ........ 7,466 
Engineers and firemen day Ska ae we. » eee 
Glove makers . . he eee re 12,271 
Less removed to Class IL. ey ee ey ee 2,271 


Broom and brush makers ‘ 

Photographers (with a few exceptions) dA ‘ 

Tobacco and cigars (with a few awe 5 Sa ue, ey eh ae a 

Manufacturers and officials. . . ee 
Less transferred to Class III. ...... 3,082 













































14,814 
49,998 
54,460 


16,140 
19,241 
28,782 

283,145 
28,122 
18,487 
40,101 

7,051 
20,962 

3,144 
26,760 
24,120 
26,112 
70,505 
56,602 
30,278 
11,151 
36,328 


500,000 


900,000 
28,495 
10,000 
10,220 
26,941 

131,452 


240,000 











2,708,411 
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Deducting for the few exceptions in fine and fancy cut and plate 
glass; Italian marble; fine and hand-decorated china; 
Stilton, Roquefort, and other fancy cheeses ; Scotch marma- 
lade and the like; worsted combers and other machinery in 
which there is much hand work; fancy cutlery; English 
saddles and harnesses of high cost; hand-made trunks, boots, 
and shoes ; foreign beer and ale of special brands ; fine wines 
and liquors; hand work in brass, copper, gold, and silver; a 
few watches; finely bound and printed books, engravings, 
and photographs; fancy paper; hand-made brushes, and a 
few other articles not specifically transferred to Class III., 


estimated in number at 312,116 
There remain in Class II. free of competition . . . . 2,396,295 
Cxass III. 
Subject to foreign competition. 

In agriculture wk ows 200,000 
In deep-sea fisheries 8,000 
Textile operatives . 67,065 
Clothing 7,466 
Glove makers . AN ioe a Te ae oe wg os 2,271 
Manufacturers and officials . aS ee DE ae a ee 3,082 
287,884 

Add from tabulation of Classes I. and II. as per previous list of 
- : ; 312,116 


exportations ~s 
Probable number subject to foreign competition. . . . 600,000 


That number comprises all who, in the judgment of the 
compiler, could be subject to foreign competition of an adverse 
or urgent kind if no duty, even for revenue, were maintained. 
A moderate duty for revenue purposes would incidentally pro- 
tect them. 

RECAPITULATION. 

Class I. Persons who cannot be subjected to foreign competi- 
tion, but who pay their proportion of duties on imports and 
of the enhancement of prices brought into effect by protec- 
tion Cre ee eee ee ee 

Class II. Persons not subject to foreign competition, whose 
industry in many branches would be promoted by the 


abatement of duties on materials of foreign origin used by 
them... . . «2,896,295 


Class III. Pessoas cocupled in which would sequive a 
readjustment if all duties were suddenly removed, which no 
ome proposes 2 ww ttt te ttt tw 

0 DES ee ae 


26,077,822 


600,000 
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In dealing with Classes I. and II., I have used my own ex- 
perience and judgment in putting into Class III. such propor- 
tion of persons occupied (especially in the textile arts) as may 
make the finer and fancy or hand-made fabrics which depend 
mainly on fashion and fancy for their sale. 

I have also, assumed the abatement of duties on wool, hides, 
drugs, dyestuffs, and chemicals, from which about $15,000,000 
of revenue are now derived. So long as these taxes exist, the 
manufactures of textile fabrics, boots, shoes, and leather goods, 
paper, and many other articles, are restricted and their exports 
are much lessened. 

Under Class II., subject only in small part to foreign com- 
petition, are also listed glass, pottery, chemicals, tools, 
brewers, clocks, watches, gold and silver ware, tailors, milli- 
ners, photographers, and machinery. I have made allowance by 
exceptions in these arts to the best of my judgment. 

In all these arts there is, and probably always will be, an 
import of the fine and fancy fabrics or of articles chosen for 
style or fashion, all of which are suitable subjects for revenue 
duties. These imports rather set a standard for domestic 
manufacturers to emulate than subject them to competition 
in the great bulk of their products, which are for the use of the 
millions rather than the millionaires. Tobacco will always be 
subject to revenue duties. Under existing conditions there is 
no justification for duties on machinery, pig-iron, copper, coal, 
ores, or other metals, which are the materials and tools of our 
domestic industry. We are exporting the highest types of 
metallurgy and machinery, while the tax on special machinery 
of other kinds which we import, and upon coal, ores, hay, 
potatoes, fish, beeves, and other necessities, are burdens upon 
industry of the most obnoxious kind. 

If any one takes exception to this division, and now justifies 
the continuance of a tariff for “protection with incidental 
revenue,” let him carry over as many as he honestly can from 
Classes I. and II. into Class III., giving reasons for such 
changes. I think it will prove impossible for any sincere 
student of the subject to designate one million persons, out of 
the twenty-nine million now occupied for gain, whose industry 
would be seriously or adversely affected, even if all duties on 
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foreign products of like kind were at once removed,— an act 
which no one proposes. If all duties on materials were 
removed, the number would be lessened far below a million. 

On the other hand, there are proportionately in agriculture 
from 1,500,000 to 2,000,000 out of 10,000,000 who rest upon 
exports for the disposal of their surplus products. There are 
about as many persons occupied even in manufacturing and in 
the mechanic arts only, whose products are exported, as there 
are in all the same arts which are now or can be protected by 
duties on imports. Out of 29,000,000 persons occupied for 
gain, not over 3,000,000 to 4,000,000 are or can be directly 
affected by tariff legislation, either by the obstruction of 
exports or imports in consequence of duties on imports. 
25,000,000 are engaged in arts necessary to the existence of 
society and which can ,neither be promoted nor retarded by 
duties on imports, except so far as the cost of their living is 
increased by an ill-adjusted or injudicious system of taxation. 

I suggest to students a computation of occupations in the 
lines of this study by the use of the census data of occupations 
and by the use of the admirable monographs on all branches 
of manufacturing. The figures do not correspond exactly, 
because the numbers given in the schedules of manufacturing 
are of persons who were occupied in each art at the date of 
the census, while those given in the tables of occupations were 
of persons numbered according to their own declaration of 
their customary occupation. The margin of variation proves 
the close correspondence of the two sets of figures taken by 
two classes of census experts. 

Separate studies of the arts of each State and each city 
‘would also disclose the relative importance of each art or 
industry in each section of the country, while the study of the 
manufactures of each city would disclose the assumed benefit 
of duties on imports and the advantages of the remission of 
duties upon materials of foreign origin which are used in 
domestic industry. Epwarp ATKINSON. 


BROOKLINE, MAss., December, 1902. 











THE LATER HISTORY OF THE STANDARD OIL 
COMPANY.* 


I. 
1877-1883. 


Tue organization of the Standard “ Alliance,” which in 1879 
controlled the transportation of oil by rail and by pipe-line 
and produced 95 per cent. of the refined oil of the country, 
was an informal substitute for the modern trust. The bond 
of unity was common ownership of stock in the various com- 
panies of the “ Alliance ” and personal agreement between the 
officers of the respective companies and the officers of the 
Standard Oil Company.t The Standard Alliance included 
the Standard Oil Company of Cleveland, the Standard Com- 
pany of Pittsburg, the Acme Oil Company of New York (lo- 
cated at Titusville), the Imperial Oil Company at Oil City, the 
Atlantic Refining Company of Philadelphia, the Camden 
Company of Maryland, Charles Pratt & Co. of New York, 
J. A. Bostwick & Co., Sone & Fleming Manufacturing 
Company, Warden, Frew & Co. of Philadelphia, and the 
Baltimore United Oil Company of Baltimore.t The petro- 
leum producers, on the other hand, had meantime been or- 
ganizing to stay the further progress of the Standard “ Alli- 
ance” in a league which suggested in its forms a revival of 
the fifteenth-century guild. 

In 1877 local lodges of the fraternal General Council of the 
Petroleum Producers’ Union had been formed, under the strict- 
est obligations of secrecy, throughout the oil region. Event- 
ually, from 2,500 to 3,000 producers were enrolled as members 
in the local lodges, which sent delegates to the General Council. 
The object of the Union was “the collection and dissemination 
of valuable information respecting the production, storing, or 

*Being the continuation of “The Rise and Supremacy ef the Standard Oil 
Company,” Quarterly Journal of Economics, February, 1902, which brought the 


history of the company to 1879. 
+ Hepburn Report, 1879, 2614. t1bid., p. 42, 2615. 
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tanking, shipping, refining, and consumption of petroleum; the 
securing the most advantageous facilities for transportation ; 
the protection of the producing interests against unfriendly 
legislation and unjust exactions; the correction of all abuses 
and pernicious practices detrimental to the producing business 
and the improvement of the trade generally.” At the first 
meeting of the General Council, in the Universalist church in 
Titusville, November 21, 1877, Mr. Benjamin B. Campbell, a 
well-known opponent of the Standard, was elected president ; 
and standing committees were chosen on finance, reports, and 
statistics, transportation, pipe-lines, patents, refining, legisla- 
tion, national legislation, and legal remedies. Once a month 
the General Council met regularly at Titusville.* 

The first aim of the society was to stop the drilling of new 
wells and to induce producers to provide storage for their oil, 
in order that they might not be subject to the necessity of 
forced sales, Throughout north-western Pennsylvania, in the 
counties of Allegheny, Armstrong, Butler, Clarion, Venango, 
Crawford, and Warren, this object was effected; and, “had 
it not been for the unusual development of the oil field in 
McKean County,” as the report of the General Council 
naively cxplains, these efforts might have succeeded. But 
“the producers continued to crowd each other with new wells 
and to rely solely upon the United Pipe Line to furnish stor- 
age and local transportation. The result was that the eager 
driller of wells found his product at the mercy of the pur- 
chaser, and was speedily subjected to low prices and loss of 
oil.” t+ Of more importance were the efforts of the society to 
secure transportation facilities. At a time when the trans- 
portation agents, both local and to the seaboard, were in al- 
liance with the Standard interests, the Equitable Petroleum 
Company, formed by the producers of McKean County to pro- 
vide an outlet by pipe-line to the McKean & Buffalo Railroad, 
thence to Buffalo, and by way of the Erie Canal to New 
York, was enthusiastically encouraged by the General Council. 
The Committee on Legislation meanwhile had introduced into 

* Investigation of Trusts, House Reports, First Session, 50th Congress, 1887- 
88, vol. ix. p. 692 : a copy of the constitution is given, p. 47. 

t Investigation of Trusts, Congress, 1888, 692. 
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Congress and into the Pennsylvania legislature bills regulating 
the companies engaged in the transportation of petroleum. 
These proposals, however, were not well received; and in its 
report in 1878 the disgruntled committee, describing its labors, 
said: “It has been simply a history of failure and disgrace. 
If it has taught us anything, it is that our present law-makers 
are, as a body, ignorant, corrupt, and unprincipled.”* So far, 
in spite of all its activity, the General Council had brought no 
practical relief to the producers: so that when, in May, 1878. 
the Committee on Legal Remedies advised resort to whatever 
existing laws there might be, the Council at once authorized 
the committee to take the necessary steps. 

The committee immediately laid its grievances before the 
attorney-general; and on behalf of the committee the attorney- 
general brought action against the United Pipe Line Company 
for the forfeiture of its charter, and prayed for an injunction 
restraining the Pennsylvania Railroad, the Atlantic & Great 
Western Railroad, the Lake Shore & Michigan Southern 
Railroad, and the Dunkirk, Allegheny & Pittsburg Rail- 
road from “combining to create and perpetuate a monopoly 
of the oil business, from granting unreasonable rebates to 
the Standard Oil Company and its allies, from refusing cars 
to shippers, from breaking connections with other roads, from 
buying and selling petroleum in connection with the Standard 
combination, from refusing transportation, from making dis- 
criminations in form of one shipper against another, and from 
granting greater facilities to one than to another.” 

Amid great popular excitement at Bradford these proceed- 
ings were decided upon. Mass meetings were held, processions 
paraded the streets, and riot seemed imminent. The recent 
months had been marked by heavy depression in the oil trade 
and bitter antagonism of producers and oil buyers. Riotous 
meetings were held before the United Pipe Line Company’s 
offices; men were hanged in effigy ; and processions of masked 
men marched the streets, and groaned and hooted before the 
offices of the buyers. Numerous secret societies were formed 
among the producers; and every morning the streets and side- 


* Investigation of Trusts, Congress, 1888, 693. 
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walks were found placarded with cabalistic signs and proclama- 
tions. About this time occurred the investigation of railroads 
in New York by the Hepburn Committee of the legislature ; 
and a similar investigation of the petroleum trade in Penn- 
sylvania was being urged. In the popular frenzy of the mo- 
ment all the officers of the Standard Oil Company were 
indicted for conspiracy in restraint of trade, and requisition 
made to the governor to secure their extradition from New 
York.* 

All these troubles arose from the depression incident to the 
excessive production of the McKean County wells, which was 
greater than the capacity of the storage tanks. The storage 
tanks were built by the pipeline companies under contract 
with the producers to “carry in its system of pipes and tanks 
an amount of petroleum not exceeding the capacity of the 
tanks.” The company took the position that, under this con- 
tract, when a producer once filled a tank to its capacity, the 
company’s obligation ceased: merely selling to the Standard 
certificates for the contents of the tank did not relieve 
the tank of oil; and, accordingly, since it had contracted 
merely for the oil in the tank, the company might refuse to 
take oil from the well except at a reduced price. As an in- 
centive to hasten the movement of oil from the tanks in the 
producing region, the Standard agreed to allow, to the pro- 
ducer who sold his oil for immediate shipment at this reduced 
price, an equivalent amount of room for his future production. 
Under the circumstances, such a rule was wise. Although 
new tanks were being built as fast as possible, the existing 
tanks were full and not all the oil could be stored. By ex- 
traordinary effort however, and the expenditure of millions .of 
capital, the Pipe Line Company finally erected sufficient. tank- 
age to hold the accumulated surplus of oil; and the producers 
in due time were satisfied. 

In the suit which was brought against the United Pipe Line 
Company, asking for the forfeiture of its charter on the 
ground that it had made discriminations in pipeage, it ap- 
peared that, so far as any discriminations existed, they were 


* Investigation of Trusts, Congress, 1888, 706. 
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due to contracts for special rates inherited from the lines 
which had recently been absorbed in the company,— among 
them, curiously enough, one between a member of the prose- 
cuting committee of the Producers’ Union and the Mutual 
Pipe Line Company.* These discriminations were recognized 
by the Standard to be contrary to public policy, and were at 
once discontinued. The grievance for which the producers had 
brought prosecution against the railroads was a shipping agree- 
ment between the Standard and the railroads. This agreement 
provided that, since the Standard shipped 90 per cent. or more 
of the crude petroleum of the region, it might make requisi- 
tion at any time for that per cent. of the oil cars of the rail- 
road, The producers maintained, however, that, since the 
Standard owned already a large number of private cars running 
on the railroads, it ought not to be allowed its pro rata allotment 
of the railroad’s cars upon demand; particularly when, as hap- 
pened at this time, the 10 per cent. of railroad oil cars was insuf- 
ficient to transport the oil which independent producers wished 
to ship. The demands of the producers were unusual; and the 
refusal of the transportation companies to grant them seems 
quite within their rights. When it is considered that, mean- 
time, propositions were being made to the producers by the 
Standard, according to which the price of crude oil should be 
based upon the relative price of refined, it would seem that a 
fair attempt, at least, had been made to satisfy the producing 
interest.f Indeed, the issue of those suits proved them to be 
merely the ebullition of excited popular feeling. The indict- 
ment of conspiracy against the officers of the Standard was 
continued, and eventually dropped.t The suits against the 
Pennsylvania Railroad and against the United Pipe Line Com- 
pany were protracted, § and finally dismissed by an agreement 
among all parties; and with the passing of this period of liti- 
gation the importance of the Petroleum Producers’ Union 
practically ended. 

In 1881 the Standard Oil Company of Ohio, the nucleus of 
the Standard “Alliance,” was a corporation capitalized at 
* Report of Industrial Commission, 1900, i. 476-479. 

t Investigation of Trusts, Congress, 188% 694. 
¢ Ibid., 710. § Idid., 711. 
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$3,500,000. Since the formation of the “Alliance” it had 
maintained connections with its allies by a union, not of cor- 
porations, but of stockholders. “Then,” as the solicitor of 
the Standard Oil Company explains, “for convenience of con- 
trol and management the Standard Oil Trust was formed. It 
was simply an agreement, placing all the stock of these vari- 
ous companies in the hands of trustees, declaring the terms on 
which they were held, and providing for the issuance of a 
certificate showing the amount of each owner’s interest in the 
stock so held in trust. This agreement did not in any essential 
manner change the character of the association previously exist- 
ing. Its essential character was simply a common ownership 
of stock in various corporations. If they had so preferred, the 
owners of these several associated companies could have or- 
ganized —in the State of New York, for example — with any 
capitalization desired. Each could then have lawfully com- 
bined with all the other companies, forming one corporation to 
transact business wherever desired. But it seemed preferable, 
instead of organizing one corporation in New York, to organ- 
ize a corporation in each State where business was being 
carried on, so that the business transacted in each State might 
be conducted by a home corporation, subject in all respects to 
the law of the State where located. Accordingly, we organ- 
ized a Standard Oil Company in New York, in New Jersey, 
in Kentucky, in Iowa, in Minnesota; and similar corporations 
already existed in Ohio and Pennsylvania.” * 

As the first “trust” form of combination, the agreement 
under which this union was brought about deserves atten- 
tion. There were three classes of parties to the contract: 
first, all the stockholders and members of the Standard “ Alli- 
ance,” together with members of some other companies; sec- 
ond, all the more important officers and stockholders of these 
several companies ; and, third, a portion of the stockholders 
and members of some additional corporations and limited 
partnerships, Provision was made for the admission of new 
companies and individuals and for the formation, whenever 
advisable, of a Standard Oil Company in any State or Terri- 


*8. C. T. Dodd, quoted in Trusts or Competition, edited by A. B. Nettleton, 
Chieago, 1900, p. 197. 
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tory in the Union. The parties of the several classes were to 
transfer all their property to the Standard Oil Companies in 
their several States, in consideration of which they should 
receive stock equal at par value to the appraised value of the 
property so transferred.* This stock — and here is the signifi- 
cant feature of the new organization — was to be delivered to 
trustees, and held by them and their successors thereafter ; and 
no subsequent issue of stock should be made by the companies 
except to these trustees. In return for the stock intrusted to 
them, the trustees were to deliver trust certificates, equal to 
the par value of the stock of the several Standard Oil Com- 
panies to be established and to the appraised value of the 
stocks of other companies delivered to the trustees. The 
trustees provided for were nine in number. They were John 
D. Rockefeller, O. N. Payne, and William Rockefeller, elected 
to hold office till 1885; J. A. Bostwick, H. M. Flagler, and 
W. G. Warden, to hold office till 1884; and Charles Pratt, 
Benjamin Brewster, and John D. Archbold, to hold office till 
1883. At each annual meeting the certificate owners elected 
three trustees, for three years each, to fill vacancies due to 
expiration of term. Such was the “trust” as formed by the 
agreement of January 2, 1882.f 

By an amendment two days later this agreement was slightly 
changed, as it was deemed inexpedient that all the companies 
mentioned should transfer their property immediately to the sev- 
eral Standard Oil Companies. The trustees were given power 
to decide what companies should convey their property and 
when the sale should take place. The powers of the trustees, 
then, as defined by the “trust” agreement, were to collect on 
the stock which they held the dividends of the several constit- 
uent companies, and afterwards, upon the trust certificates 
outstanding, to disburse their receipts as dividends, 


*The 39 companies who signed the agreement were subsequently merged into 
20. The list of the original 39 is given in Investigation of Trusts, 1888, Congress, 
350. The list of the resulting 20, with the appraisal of their property, is given in 
Report of the Industrial Commission, 1900, i. 301. The capitalization of these 
companies is $102,283,700: the excess of the appraisal over the capitalization is 
$19,397 ,612.63. 

+ The trust agreement is given in full in Investigation of Trusts, Congress, 
1888, 307. 
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Four years before the formation of the trust, two pipe-line 
companies, the Seaboard Pipe Line Company and the Equitable 
Petroleum Company, projected to afford an outlet to the sea- 
board, had been organized by oil producers.* Upon their fail- 
ure, the producers organized the Tidewater Pipe Line Company, 
which ran from the Bradford region to Williamsport, a distance 
of 110 miles ; and thence, by a connection with the Philadelphia 
& Reading Railroad, the oil was carried a distance of 250 miles 
to Philadelphia.tf On the Ist of June, 1879, this company 
commenced the shipment of oil. The railroads were not con- 
tent to see the oil traffic slip through their hands; and on the 
5th of June, at a conference between the four trust lines at 
Niagara Falls, resolute measures were adopted to drive this 
rival transportation agent from the business. The rate on 
crude oil per barrel was lowered to 20 cents on all oil of the 
Standard “ Alliance” moving from the oil regions to New York, 
Philadelphia, and Baltimore.t A corresponding reduction of 
the rate to the general public was made from $1.15 to 30 cents. 
These rates took effect at once;§ and, as competition contin- 
ued, a further reduction was made on August 1 to 15 cents 
per barrel. || 

Throughout the period of the organization of the trust, and 
for a full year after, this fierce contest between the railroads 
and the Tidewater Pipe Line Company continued. The imme- 
diate effect, of course, was to benefit the shippers, and particu- 
larly the largest shipper, which was the Standard. The 
ownership by the Standard of the terminal facilities and of the 
greater number of the oil cars of the railroads now became a 
fact of importance. In consideration of its heavy investments 
in these interests, and of its agreement to ship and to unload 
its oil at its own risk, the Standard had already been allowed 
rebates.f But now the Standard began the building of pipe- 
lines to the seaboard and the formation of the National Transit 
Company. As pipe-lines were a cheaper mode of transporta- 
tion than railways, the building of these lines made necessary a 


*Investigation of Trusts, Congress, 1888, 696. 

tHepburn Report, 1879, 3493; Report of Industrial Commission, 1900, i. 696. 
The rates are given in full in Hepbura Report, Exhibits, 1879, 621, 622. 

§ Hepburn Report, 1879, 3638. i 1bid., 45. q Jbid., 1471. 
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readjustment of freight rates ; and, as the pipe-lines then build- 
ing could not carry the oil the entire distance, contracts for 
joint carrying had to be made with the railroads. The first 
contract — made between the National Transit Company and 
the Pennsylvania Railroad on May 6, 1881 — related to the ap- 
portionment of the freight when the haul was partly by pipe- 
line and partly by rail. The Pipe Line Company guaranteed the 
railroad one-third of the transportation of oil to the seaboard.* 
The Standard was to pay exactly the same rate as other ship- 
pers over the railroad. On such oil as was carried partly by 
pipe-line and partly by rail, a through rate was made, of which 
the pipe-line naturally received a share; and, finally, the Pipe 
Line Company agreed to remit part of the charge of its local 
pipes to the railroad. Instead of a contract for rebates to the 
Standard, this was a contract for rebates to the railroad. The 
reason for this contract was that the seaboard pipe-line of the 
Standard did not extend beyond Hamilton, Pa.; and to com- 
pensate the railroad for its low rate of freight and for its grants 
of rights of way —no free pipe-line law then existing in New 
Jersey — these rebates were provided. 

Strepgthened by these mutually helpful contracts, the 
National Transit Company and railroads were meanwhile 
wearing out the Tidewater Pipe Line Company, and in 1883 
forced it to cease its opposition, The company was never 
absorbed by the Standard Oil Trust; but on October 9, by an 
agreement with the National Transit Company, it agreed to 
accept as its share of the oil traffic 11} per cent. of the total 
pipe-line transportation of petroleum to the seaboard, and 
was guaranteed $500,000 in annual profits for fifteen years. 
With this settlement the war of the transportation agents 
ceased, and the Standard Oil Trust established itself in the 
strategic position which substantially controlled the transpor- 
tation of oil to the seaboard. By the early seventies the 
Standard had attained the pre-eminence in mechanical effi- 
ciency which it has ever since maintained; by the agreement 
with the Pennsylvania Railroad in 1878 it had gained a dom- 
inance over transportation which it never since has lost; 
and by its contract in 1881 it made possible the completion 


* Report of the Industrial Commission, 1900, i. 760-763. t Lbid., 738. 
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of its pipe-line to the seaboard and its independence of rail- 
roads. Such contracts as the Standard subsequently made 
with the Pennsylvania Railroad were agreements by which 
the railroad got some part of the freight, though it did no part 
of the carrying. The Standard Oil Trust now gave rebates 
instead of receiving them. Over every branch of the industry, 
in 1883, it was supreme. 


Il. 
1883-1892. 


From the very beginning of the oil industry in Penn- 
sylvania, movements for the restriction of oil production had 
been frequent. Restriction had been the aim of the Petro- 
leum Producers’ Association at its organization in 1869. 
The association had maintained an agency to store all oil 
above a certain amount and keep it from the market. 
This early “shut-down” failed because of the enormous 
production in Butler County. Succeeding “shut-downs” in 
1872, 1874, 1876, and 1878, met with similar fate. In 1884 
there was another general movement among producers to 
restrict drilling; but, through the refusal of the operators 
who were running large wells in the new Thorn Creek 
district, the movement was only partially successful. It led, 
however, to the organization of the Producers’ Associated 
Oil Company, with a capital stock enabling it, when necessary, 
to purchase oil property in order to curtail production.* 

On the 1st of October, 1887, this new organization, embracing 
85 per cent. of the 14,000 producers in the oil regions, agreed 
with the Standard Oil Company to restrict production. From 
June to October the Producers’ Protective Association, by 
various secret and public meetings, had encouraged the move- 
ment. The conditions of the industry favored the organiza- 
tion. The accumulated stock of oil was 31,000,000 barrels, 
prices were below the remunerative point, and the Standard 
was losing by the deterioration of oil in its store. After 
conference between the Standard and the associated producers, 


* Report of Industrial Commission, 1900, i. 426-430. 
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it was agreed that the producers should restrict their produc- 
tion one-third during the following year, in consideration for 
which the Standard turned over to the producers 6,000,000 
barrels of oil, at the market price at the time of the contract, 
and secured to the producers the profit from the anticipated 
rise in prices. * 

By this bargain the producers immediately profited. On the 
oil they received from the Standard they made nine cents 
a gallon, Encouraged by their success, they made agree- 
ments during the next year with the Well Drillers’ Union to 
equalize the amount of oil produced by each individual.f Al- 
though it was not possible to bring all the producers into the 
agreement, the price of crude oil was advanced by this restric- 
tion 29 cents per barrel. The price of refined oil to consumers 
was advanced about three-fourths of a cent,—an increase 
somewhat less than the advance in crude oil. Although the 
Standard Oil Company had entered into the agreement only 
at the urgent request of the producers, as the chief refiner it 
bore the burden of the advance; and when the “shut-down ” 
was found to be injuring the laborers employed in the drilling 
of wells, and the Producers’ Association set aside 1,000,000 
barrels of oil for their relief, the Standard added another mill- 
ion for the same purpose. This philanthropy, in the end, 
proved not unprofitable. The Standard benefited by the har- 
mony it had established; and the producers, by relieving the 
well drillers, prevented them from working for producers out- 
side the agreement. 

As was to be expected, the results of this movement were 
only temporary. In time the “shut-down” was abandoned, 
but not until it had gained a great though transient benefit, 
and had given the impulse to the building of several pipe-lines. 

To the producers the Standard had come as a pacificator, re- 
storing harmony where before had been mutual suspicion and 
distress. To the refiners, however, the Standard had never 
appeared other than a competitor, enabled by its greater size 


*Investigation of Trusts, Congress, 1888, 52. 

+ An account of the negotiations and copies of the contracts is given in Inves- 
tigation of Trusts, Congress, 1888, 52-60, 69. See also Report of the Industrial 
Commission, i. 429-432, 459-462. 
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to secure favors denied its smaller rivals. Freight discrimina- 
tions, before the passage of the Industrial Commission Act 
in 1887, were common: all oil shippers received some rebate 
from the published rate, the amount varying roughly accord- 
ing to the favorable position of the refiner for making his bar- 
gains.* How completely proper this seemed to the railroad 
manager of that day, and how sound appeared the reasons on 
which it was based, is well illustrated by the decision of the 
Ohio court in 1884, in a suit brought by a firm of indepen- 
dent refiners against the Lake Shore & Michigan Southern 
Railroad to prevent the granting of rebates to the Standard 
Oil Company.t The rebates complained of, the court found, 
amounted to ten cents per barrel on all the oil the Standard 
shipped ; but the consideration for these rebates the court 
found in the following fact : — 


Prior to 1875 it was a question whether the Standard Oil Company 
would remain in Cleveland or remove its works to the oil-producing 
country, and this question depended mainly upon rates of transpor- 
tation from Cleveland to the market; prior thereto, the Standard Com- 
pany shipped large quantities of its products by water to Chicago 
and other lake points, and from thence distributed the same by rail 
to inland markets; it then represented to the defendant the prob- 
ability of such removal; water transportation was very low during 
the season of navigation; unless some arrangement was made for 
rates at which it could ship the year around as an inducement, it 
would ship by water and store for winter distribution ; it owned its 
tank cars and had tank stations and switches, or would have, at 
Chicago, Toledo, Detroit and Grand Rapids, on and into which the 
cars and oil in bulk could be delivered and unloaded without ex- 
pense and annoyance to defendant ; it had switches at Cleveland lead- 
ing to its works at which to load cars, and would load and unload 
all cars; the quantity of the oil to be shipped by the company was 
very large, and amounted to 90 per cent. or more of all the oil manu- 
factured or shipped from Cleveland, and, if satisfactory rates could 
be agreed upon, it would ship over defendant’s road all its oil prod- 
ucts for territory and markets west and northwest of Cleveland, and 
agree that the quantity for each year should be equal to the amount 
shipped the preceding year; upon the faith of these representations 

* Report of Industrial Commission, 1900, i. 790. 


tInvestigation of Trusts, Congress, 1888, 552. Schofield, Shurmer & Teagle 
v. Lake Shore & Michigan Southern Railroad. 
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the defendant entered into a contract; the rates were not fixed rates, 
but depended upon the general card tariff rates as charged from time 
to time [by which its shipments were] substantially to be carried 
from time to time at about ten cents per barrel less than tariff rates; 
in consideration of such reduced rates as to bulk oil, the Standard 
Company agteed to furnish its own cars and tanks, load them on 
switches and unload oil shipped in barrels without expense to de- 
fendant, and, by reason thereof, with less risk to defendant; and 
was also to ship all its freight to points west and northwest of Cleve- 
land (except small quantities) to lake ports not reached by rail, and 
so to manage the shipments as to cars and times as would be most 
favorable to defendant. ... 

At a cost exceeding $100,000 the Standard Company had con- 
structed the terminal facilities promised and herein found; in actual 
fact, the risk of danger from fire to defendant, the expense of han- 
dling in loading and unloading, and in the use of the standard tank 
cars is less than upon oil shipped without the use of such or similar 
facilities; the Standard Company commenced by shipping about 
450,000 barrels per year over defendant’s road, which increased from 
year to year, until, in 1882, ...the quantity so shipped on defend- 
ant’s road amounted to 742,000 barrels, equal to 2,000 barrels, or one 
fall tank load per day. 

Said arrangements are not exclusive, but are at all times open to 
others shipping a like quantity and furnishing like device and facil- 
ities. 

By successive contracts, the court found, this agreement was 
continued in 1880, 1882, and 1883; and, in conclusion, the court 
declared that the evidence presented supported the contention 
of the Standard that the advantages secured to the Standard 
by its contract with the railroad were not, in the accepted 
sense of the term, rebates, but were an equivalent for the 
lowered cost of freight. In so holding, the court was but 
following the current judgment of the time. 

But there were at that time other departures from the 
regular tariff rates which cannot so readily be explained. 
Throughout 1888 there were sudden and distressing increases 
in the tariff rates for oil, which seriously inconvenienced the 
inland refiners.* A notorious example of such charges was 
found in the management of the Cleveland & Marietta Rail- 
road by its receiver in 1885. The Standard, it appears, con- 


* Report of Industrial Commission, 1900, i. 157. 
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trolled most of the pipe-lines in the Macksburg field connect- 
ing with the several stations of the railway; and its local man- 
ager was desirous of determining a through rate on oil from 
the well to Marietta. Accordingly, he arranged with the 
receiver of the railroad that the rate be 35 cents per barrel, 
and that the railroad should collect this rate and pay over 
to the Standard 25 cents for pipeage. This agreement 
was put in writing, and forwarded for approval and execution 
to the Standard Oil Company. Meanwhile the receiver raised 
the tariff rate for oil from 17% cents to 35 cents for all ship- 
ments made over his line, with the result that one refiner, 
carrying his crude oil from the well to the station by his own 
pipe-line, was forced to pay 35 cents freight, of which 25 cents 
was at once to be turned over to his competitor, the Standard 
Oil Company, for pipeage which it had never rendered. 
Whether the cost of pipeage warranted so large a proportion 
of the through rate going to the Standard is a question which 
cannot be answered off-hand. The indefensible method of 
collecting the combined pipeage and freight charges was more 
plain. The Standard Oil Company never carried this contract 
through, but sent it back to its manager with instructions to 
end the arrangement and refund to the shippers the amount 
of these wrongful rebates before suit was brought to remove 
the receiver.* 

A more typical example of the rebates of this period is the 
contract between the National Transit Company and the 
Pennsylvania Railroad. According to this agreement the 
Transit Company, which was the transporting agent of the 
Standard Trust, agreed that, if out of the total amount of oil 
shipped to the seaboard the Pennsylvania Railroad should 
not have moved 26 per cent., the Transit Company should 
ship by the Pennsylvania Railroad the amount required; and 
the railroad should be entitled to one-half the current rate 
thereon. By another contract of the same date it was pro- 
vided that, if the railroad company preferred, the Transit 
Company itself would carry this extra quantity, and would 
then pay to the railway freight on the oil thus carried by 


* Report of Industrial Commission, 1900, i. 556-559. 
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itself, after deducting 6 or 10 cents a barrel as compensation 
for pipeage. In return for these stipulations it was agreed 
that all joint rates from any delivery point of the local pipe- 
lines to any refining or terminal point should be fixed by the 
railroad in concurrence with the Transit Company; and at 
the time of the agreement this rate was fixed at 45 cents to 
the seaboard.* 

The advantage to the railroad, under this agreement, is 
manifest. Throughout the continuance of this contract, which 
was the last one made and continued till 1887, there was a 
regular deficiency in the share of the oil to be carried by the 
railroad, amounting in some months to 80,000 barrels and set- 
tled by payments of the Transit Company to the railroad. 
Essentially, it was a contract of rebate to the railways rather 
than of rebate to the Standard, the motives of which were 
similar to the contract of 1881. It was a payment to the rail- 
road in compensation for grants of rights of way. Other 
pipe-lines ‘could not get through to the seaboard because they 
could not make terms with the railroads. The advantage 
accruing to the Standard from such a contract as this was 
good will, of which it stood at that time in great need. “The 
pipe-line was then completed to the seaboard,” explains Mr. 
Dodd, solicitor of the Standard.t “It could not have reached 
that. point without the consent of the railway company, as no 
free pipe-line law then existed in the State of Pennsylvania. 
It was still necessary to have a traffic contract with the rail- 
road to deliver oil to the railroads at different points on the 
through line.” Clearly, the injustice of this contract, if any 
there be, should be laid at the door of the railways. To them, 
rather than to the Standard, did the greater benefit accrue. 
And if this contract, by providing that joint rates for the 
transportation of oil should be fixed by the railroad in con- 
currence with the Transit Company, opened the way to such 
abuses as the sudden and arbitrary raising of rates at less im- 
portant shipping points not used by the Standard, the blame 
belongs rather with the railroad than with the Standard Oil 


Company. 


* Report of Industrial Commission, 1900, i. 663-666. + Ibid., 761. 
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The passing of the Interstate Commerce Act, in 1887, makes 
a natural division in the record of the railroad arrangements 
made by the Standard. By the terms of that act, discrimina- 
tions were forbidden, and such contracts with shippers as had 
been the rule since the late 60’s were made illegal. The In- 
terstate Commerce Act seems to have been observed by the 
Standard Oil Company. “Little testimony,” says the Indus- 
trial Commission of 1900, “was brought forward to prove 
that it still actually receives lower rates for shipment over the 
same tracks than its competitors.”* In the testimony before 
the commission, on this latter point, the opinion was ex- 
pressed by witnesses testifying in opposition to the Standard 
Oil Company that direct discriminations and rebates are still 
received by the Standard; but the evidence adduced in proof 
of this opinion was unsatisfactory, and was considered entirely 
inconclusive by the commission. 


*Report of the Industrial Commission, 1900, i. 158. 

t Ibid, , 159. 

Apart from hearsay the only evidence produced to prove the existence of dis- 
crimination in favor of the Standard were the letter of the receivers of the 
Baltimore & Ohio Railroad to the Interstate Commerce Commission, December 
22, 1898, and the case of Logan, Emery & Weaver vs. the Pennsylvania Railroad 
Company. 

The letter of Receivers Cowen and Murray states : — 

“ Within the territory north of the Ohio River and east of the Mississippi the 
railroad carriers are transporting the larger part of the interstate traffic at rates 
less than those shown in the published tariff filed with your commission, which 
are by statute the only lawful rates. 

“While this diti ti there will exist the unjust discriminations 
between persons, localities, and particular descriptions of traffie, the prevention 
of which is the main object of the act of establishing your commission. Only 
by securing the uniform charzing of the published rates can the just quality 
of service and of charge required by law be secured either between persons or 
between localities.” (637.) 

This letter ioubtiess sets forth adeplorable fact, but how it relates to the case 
of the Standard is not clear. 

The Logan, Emery & Weaver case was brought in 1887 and continued until 
1890. Th» president and the general freight agent of the Pennsylvania Railroad 
both testified in 1890 that positively no rebates had been paid since 1887. But the 
auditors and as+istant auditors of the road testified that rebates from 8 to 28 
cents per barrel had been granted since 1887. From the facts of the case it ap- 
pears that the Staudard Oil Company was in no way concerned. Indeed, in the 
evidence, as cited by witnesses testifying in opposition to the Standard, the 
chief recipient of the rebates was the Bear Creek Oil Refining Company, with 
which B. B. Campbell, originator of the Petroleum Producers’ Union, was asso- 
ciated. Mr. Campbell testified that from October 1, 1881, until July 1, 1888, his 








company had received rebates on ship ts from Col Station to Philadel- 
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In other ways than by discriminations in actual rates the 
Standard Oil Company, after 1887, secured special advantages 
in transportation. The shipments of oil from those localities 
which it chose for distributing points were so large that the 
freight rates for that locality were naturally most favorable to 
this chief commodity of shipment. Competitive points, points 
where several railroads compete, or where water transportation 
competes with the railways, were generally fixed upon as dis- 
tributing centres. Accordingly, lower freight rates prevailed 
at the large shipping points of the Standard than prevailed 
at places where its competitors made most of their shipments. 
The Standard Oil Company located its refineries at points 
nearer the place of consumption, and so economized in ship- 
ping distance. Thus it transferred most of its business from 
Cleveland to Whiting, Indiana, in order to be nearer the 
Southern market and to the West, and began to supply the 
Eastern market from its refineries at Bayonne, New Jersey. 
By wise distribution of its refineries the Standard became 
largely independent of the changing freight rates that dis- 
tressed those independent refiners who shipped their oil long 
distances.* A less honorable advantage, it has been alleged, 
accrued to the Standard by the practice, among the railroads, 
of under-billing the weight of the contents of the tank-car. 
As io interstate shipments, this has been specifically denied 
by representatives of the Standard Oil Company; and the 


phia, Communipaw, and Bolivar, amounting in all to $48,101. The case was set- 
tled out of court, as the plaintiffs were too poor to carry the suit further. A 
settl t was pted, according to which the railway paid $35,000 and the 
costs of the suit. (633, 635, 660.) 

This reported case, the gnly documentary evidence directly relating to dis- 
criminations in the oil traffic, explicitly excludes the Standard Oil Company, and 
incriminates only a leading independent refiner. 

Replying to these charges, Mr. Archbold, vice-president of the Standard Oil 
Company, submitted letters from officers of leading railways of the couatry in 
reply to a circular inquiry sent out by the Standard Oil Company, asking whether 
the respective roads had granted any advantages to that company, “either by 
direct tariff, rebate, under-billing, or in any other way.” These letters specifi- 
caliy deny that any such preferences have been given to the Standard Oil 
Company, and many of them further state that the Standard Oil Company has 
used its infiuence with the railways to maintain agreed tariff rates and to sup- 
port the Interstate Commerce Act, (515-528.) 

*A vast amount of evidence bearing on this point is summarized in Report of 
the Industrial Commission, 1900, i. 161-163, 
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instances where such under-billing has occurred are explained 
as occasional errors.* 

Immediately after the passage of the Interstate Commerce 
Act and the creation of the Interstate Commerce Commission 
the relative charges and advantages of tank and barrel ship- 
ments were brought in issue. Prior to 1888 it was universal 
to charge lower rates per 100 pounds for oil in tanks than for 
oil in barrels; but in 1888 the Interstate Commerce Com- 
mission ordered that the rates on oil in tank-cars and in 
barrels should be the same, the weight of the barrels being 
included in the weight charged upon. The railways complied 
generally with the order of the Interstate Commerce Com- 
mission ; but later, when the independent refiner secured an 
order from the commission that the weight of barrels should 
be disregarded in charging for shipments of oil, the railways 
refused to comply with this order or to pay the damages 
assessed in reimbursement of the charge made for the weight 
of the barrels.t As to the relative advantages of tank-cars 
and barrels, and whether a relatively lower charge for oil in 
tank-cars than for oil in barrels is justifiable, there was much 
disagreement. The tank-car, it appears, is always unloaded 
by the consignee and loaded by the shipper; while the con- 
trary is usually true with barrels. The barrel, it was urged, 
should not be carried free of charge, because it is a merchant- 
able article, and its value is added to the price of the oil sold. 
On the other hand, the box-car in which the barrels are 
shipped can contain a return load, while the tank-cars must be 
returned empty.t The Standard is the largest shipper by 
tank-cars, and owns most of the tank-cars in use. It gains 
not only such advantages as are given to shippers by tank-cars, 
but also the mileage of three-fourths of a cent per mile which 
is paid by the railways for the use of its cars.§ 

With nothing more exciting than an occasional case before 

* Evidence bearing on this point is digested in Report of the Industrial Com- 
mission, 1900, i. 165. 

+*‘A case raising this point is pending before the United States courts.”” Re- 
port of Industrial Commission, 1900, i. 788. 

This question is discussed by the Interstate Commerce Commission in the 
following cases: i. 503, 722; ii. 389; iii. 186; iv. 228; v. 193, 660. 

§ Report of the Industrial Commission, 1900, i. 167-170. 
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the Interstate Commerce Commission regarding shipments by 
tank-car, the Standard Oil Trust continued from 1887 until 
1892, Its growth and prosperity had been steady. The prop- 
erty of the various companies that entered the trust in 1882 was 
valued at $75,000,000. In 1892 the value was estimated at 
$121,631,312; and 50 per cent. of this increase had come from 
profits invested and the remainder from additional capital sub- 
scribed.* The dividends meanwhile had risen from 5} per 
cent. in 1882 to 12 per cent. in 1891. During the ten years 
following 1882 there had been a gentle decrease in the price 
of refined oil, and a slight decrease in the difference between 
the price of refined and the price of crude oil,—a difference 
which measures the charge for refining.t The attitude of the 
Standard Oil Trust during these years was one of quiet domi- 
nance. It was now to meet an unexpected difficulty in the 
courts, which rendered necessary a complete change of organi- 
zation. 


Il. 


1892 tro THE PRESENT. 


In 1891 the State of Ohio, by its attorney-general, began 
action to oust the Standard Oil Company of its corporate 
rights, on the ground that it had abused its corporate fran- 
chises in becoming a party to an agreement against public 
policy. The petition averred that in “violation of law and 
in abuse of its corporate powers and in the exercise of privi- 
leges, rights, and franchises not conferred upon it,” the de- 
fendant company had become a party to the trust agreements 
of 1882. “All the owners and holders of its capital stock, 
including all the officers and directors of said defendant com- 
pany, signed said agreements without attaching the corporate 
name and seal.” Prior to the dates of the trust agreement 
aforesaid, the petition continued, the defendant’s capital stock 
consisted of 35,000 shares. Upon the signing of said agree- 
ments, 34,993 shares of said stock, belonging to the persons 

*Statement of Mr. S. C. T. Dodd, Report of the Industrial Commission, 1900, 
i. 799. 


tIndustrial Combinations and Prices, by J. W. Jenks, Report of Industrial 
Commission, 1900, i. 52. 














312 QUARTERLY JOURNAL OF ECONOMICS 





who signed the agreement, were transferred upon the defend- 
ant’s books to the nine trustees appointed and named in the 
agreement, by virtue of which “the nine trustees have been, 
ever since the signing of said agreements, and still are, able to 
choose and have chosen annually such boards of directors of 
said defendant company as they (said nine trustees) have seen 
fit, and are able to and do control the action of the defendant 
in the conduct and management of its business.” * 

In answer to this petition the Standard Oil Company denied 
that it had become a party to either of the agreements in said 
petition set forth, or that it had at any time observed or car- 
ried out those agreements. “Said agreements,” continued the 
answer, “were agreements of individuals in their individual 
capacity and with reference to their individual property, and 
were not nor were they designed to be corporate agreements, 
and defendant denies that said agreements have illegally 
affected its corporate capacity or that defendant has per- 
mitted its corporate powers, business, and property to be exer- 
cised, conducted, and controlled in an illegal manner.” f 

By a demurrer to the defendant’s plea the issue was 
squarely raised whether the act of all the stockholders, 
officers, and directors of a corporation may rightly be called 
the act of the corporation. “It seems to us,” the plaintiff 
argued, “impossible to read the agreement and consider the 
proceedings which confessedly have taken place under it, 
without reaching the conclusion that there has been a studious 
design and effort on the part of the promoters of the trust 
scheme to obtain all the advantages of the actual presence 
and participation of the defendant corporation in the objects 
and purposes of the agreement without formally making it 
@ party to it. But is substance to be sacrificed to shadow? 
Have we not shown sufficient actual corporate conduct to 
obviate the necessity for formal corporate action, such as the 
adoption of resolutions or the signing of a name?” ¢ 

The court adopted the argument of the plaintiff, and in its 
decision handed down March 2, 1892, based its rule on sub- 
stantially the following reasons : — 

* State ex rel. v. Standard Oil Company, 49 Ohio St. 138-155. 
t Ibid., 155-158. t Mid., 163. 
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A corporation, apart from the persons who compose it, is, by the 
fiction of the law, to be regarded as a legal entity only for convenience 
in the transaction of its business. When all, or a majority of the 
stockholders’ corporation, do an act which affects the property and 
business of the company, and which, through the control their num- 
bers give them over the selection and conduct of the corporate 
agencies, does affect the property and business of the company in the 
same manner as if it had been a formal resolution of its board of 
directors, and the act so done is ultra vires of the corporation and 
against public policy, the act should be regarded as the act of the 
corporation, and, to prevent the abuse of the corporate power, may be 
challenged by the State. The trust agreements in question are acts. 
which must be regarded as the acts of the corporations, and, as such, 
ultra vires; and, tending as they do to the creation of a monopoly, to. 
the control of prices as well as of production, these acts are also 
against public policy, and accordingly contrary to law.* 


The place this case occupies in the law of corporations is of 
the first importance. A previous case, in which the Sugar 
Trust was defendant,f had decided that an agreement of as- 
sociations to which the corporations were party was wlira 
vires. Further than declaring partnership of corporations 
illegal, however, the law had not yet gone; and upon the 
question whether such combination was illegal, because in 
restraint of trade and opposed to public policy, the court had 
declined to express an opinion. In the instance of the 
Standard Oil Company the court made a bold advance: it 
not only forbade members of several corporations to combine 
as such and merge their interests in a trust, but it also de- 
clared such combination a restraint of trade, illegal, and quite 
opposed to public policy, and by the force of its decision put 
an end to the trust as a form of business combination. 

Accordingly, in 1892 the Standard Oil Trust was dissolved, 
and the separate establishments and plants reorganized into 
twenty constituent companies. The trust certificates, when 
surrendered, were replaced by a proportion of the shares of 
each company, properly divided. By the form of transfer 


*49 Ohio St. 176-189. 

+ People v. North River Sugar Refining Co., 121 N. Y. 582. 

+8. C. T. Dodd, “The Present Legal Status of Trusts,” 7 Harvard Law Re- 
view, 157. 
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adopted, the trustees placed in the hands of their attorney the 
amount of shares held by the trustees in the several companies 
of the trust, and authorized the attorney to secure from each 
of these companies transfer upon their corporate books of 
stock certificates for whole shares, and scrip for fractional 
shares thereof. Although the trust was formally dissolved, 
the men who were the trustees hold a majority of the stock in 
all the different companies which composed the trust, so that 
they work together as harmoniously as before. The replace- 
ment of trust certificates by proportional shares of stock in 
the separate companies continued slowly, and is not yet com- 
plete. Substantial unity of action among the several com- 
panies was not changed.* 


Since the agreement between the Tidewater Pipe Line Com- 
pany and the National Transit Company, 1883, by which the 
Standard “Alliance” had attained the dominant position in 
the transportation situation, there had been few attempts on 
the part of the independent producers to build pipe-lines. 
Under the impulse of the agreement among the producers and 
the Standard, in 1887, to restrict the production of oil, the 
Producers’ Oil Company, Limited, had been organized and a 
pipeline built from Titusville and Oil City to the new 
McDonald oil field. But this was a local pipe-line; and was 
speedily absorbed by another company, the Producers’ and 
Refiners’ Oil Company, in which independent refiners as well 
as producers were interested. In 1890 occurred the first at- 
tempt, on the part of the independent refiners, to build to the 
seaboard a pipe-line which should afford them transportation 

* Precisely what may be called a ‘“‘monopoly in restraint of trade’ the courts 
have not clearly decided. Indefinite increase of business, the fixing of arbitrary 
prices, and the agreement not to trade with any one that trades with others than 
the covenantors have all been held not to be “monopoly” under the federal anti- 
trust act. On the other hand, American courts have held that the fact that 
“monopoly” has cheapened prices will not be considered, and that it makes no 
difference whether the monopoly be created by “ contract” or “patent”: the 
people, they declare, ought not as a body to be employees and servants. A 
“monopoly” need not be ‘‘ permanent” or ‘‘complete”’: it may exist even if the 
article be susceptible of “indefinite production,” and occurs when there is a 


“limitation” of “ competition” and “production” with a view to ‘ advance 
prices.” (Cases are collected in 7 Harvard Law Review, 348-355.) 
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facilities equal to those of the Standard. With this aim in 
view the United States Pipe Line was projected. 

The prime mover and first president of this company was 
Mr. Lewis Emery, an independent refiner in Bradford, Penn- 
sylvania. To avoid heavy transportation charges, he had 
determined in 1890 to build a pipe-line to the coast; and, 
pending the further extension of his line, he had gone to the 
president of the Reading Railroad to secure a contract for 
transporting oil by that railroad from Williamsport, Penn- 
sylvania. He was unable to make satisfactory terms, and, 
accordingly, determined to lay a pipe-line along the boundary 
of New York and Pennsylvania to Hancock, New York, and 
to secure a contract with the New York, Ontario & Western 
Railroad for transporting oil to the Hudson, with a right to 
construct a pipe-line later along its tracks. This contract 
was secured, and straightway the task of getting right of 
way for the pipe-line was begun. 

Immediately the usual obstacle appeared.* The opponents 
of the new company began to seek the right of way over the 
same route. They bought mortgages against pieces of land 
along the route, to induce the owners to give them another 
right of way. They bought strips of land crossing the projected 
route. The railroads, also, proved unsympathetic. When an 
attempt was made to lay the pipe-line under the Erie Railroad 
at Bradford, it was opposed by force and later prevented by 
injunction from the courts. Another attempt to cross the Erie 
at Hancock met with similar fate. As a result, the pipe-line 
had to be constructed back seventy miles to the Susquehanna 
River, and built from Athens to Wilkesbarre. The crossing 
of every railroad brought on a legal contest; and, before 
Wilkesbarre was reached, $150,000 had been spent in litiga- 
tion.T 

These vexatious delays were not different in degree or kind 
from those met by any railroad or pipe-line in the securing of 
its right of way. In almost every case they were due to the 
desire of land-owners and speculators to extort from the con- 
structing company a high price for what the company absolutely 


* Report of the Industrial Commission, 1900, i. 445, 486. 
+ Testimony of Mr. Emery, Report of Industrial Commission, 1900, i. 650-655. 
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needed. The National Transit Company, no less than the 
United States Pipe Line, had met these difficulties.* In the 
instance of the United States Pipe Line Company the motive 
for the opposition of the railroads was clearly the desire to 
preserve the great advantages in the oil traffic which their 
contract with the National Transit Company had secured 
them. The Standard Oil Company, it appears, was not en- 
gaged in these obstructionary tactics: for the very sufficient 
reason, indeed, that the projected pipe-line much more vitally 
concerned the interests of the railroads than it did those of 
the Standard. 

For some time the pipe-line transported oil from Wilkes- 
barre by rail over the New Jersey Central Railroad. It then 
sought to continue its course to the seaboard. It crossed the 
Pennsylvania Railroad by purchasing an acre of land. When 
it reached the Delaware, Lackawanna & Western Railroad, it 
bought a farm in Washington, New Jersey, over which the rail- 
road crossed, hoping that it might lay a pipe-line under the cul- 
vert. One Saturday night it laid its pipes, and stationed an 
armed force of 50 men to protect them. Next Monday two 
wrecking-cars of the railroad, with 250 men, rode in from Ho- 
boken, and attempted to oust the employees of the pipe-line 
company. Resistance was made; and, to compromise the mat- 
ter, it was arranged that men on each side should be arrested, 
in order to make a peaceable legal fight in the courts. But, 
while these proceedings were going on, a couple of locomotives 
were brought up by the railroad, and hot coals, hot water, and 
stones were thrown into the culvert. Finally, the railroad em- 
ployees were driven away, and the pipe-line employees secured 
rifles, and held possession of the field for seven months. The 
lower courts decided in favor of the pipe-line ; but, after four 
years of litigation, the Supreme Court of New Jersey decided 
that the pipe-line must be removed. 

Eventually, the United States Pipe Line will build to Phil- 
adelphia. Meanwhile it transports its oil from Washington, 
New Jersey, fifty miles over the New Jersey Central Railroad 
of New York,f at a rate much lower than the Standard has ever 
received for like distances. According to the contract between 


* Report of the Industrial Commission, 1900, i. 445, 486. t Ibid., 650-655. 
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the railroad and the Pipe Line Company, crude oil is carried 
524 miles at the rate of $7.93 per tank-car, containing twenty 
tons; and the railroad returns the empty cars free. The con- 
tract is for one hundred years, and may be abrogated by the 
pipe-line upon five years’ notice, the railroad having no right to 
abrogate it.* 

Meantime the Standard Oil Company bought a large pro- 
portion of the stock of the Producers’ Oil Company, with 
a view, as it would appear, to securing a controlling voice in 
its management; but it was so opposed in its ownership that 
it transferred its shares to a certain Mr. John J. Carter. Mr. 
Carter brought suit to be allowed to vote his stock ; but, as the 
organization was a limited partnership, the courts upheld the 
company in denying him admission.t| With the United States 
Pipe Line Company the National Transit Company was more 
successful, It secured $383,000 out of a total of $1,119,000 
of stock; and, after permission to attend the meetings of the 
company and to vote the stock had been refused by unani- 
mous vote of the other stockholders, the courts decided in 
favor of the National Transit Company. The purchase of 
stock was made, says Mr. Archbold, “with a view to having 
such knowledge as we could have rightfully through such 
ownership—as we should acquire in the progress of the 
affair”; ¢ and this information the National Transit Company 
gets from its one director upon the board of the United States 
Pipe Line Company.§ 

To prevent the Standard Oil Company from obtaining con- 
trol of these independent organizations, the Pure Oil Company 
was projected in June, 1895, to secure control of the other 
independent companies, In 1897 the Pure Oil Company was 
organized as a New Jersey corporation with authorized capital 
stock of $1,000,000, of which $377,000 has been paid in. The 
business of the company has been marketing refined oil, espe- 
cially in Germany ; and it has proposed to increase its capital to 
$10,000,000. In its structure this company is curiously like 
the former Standard Oil Trust. The holders of 66,000 shares 
in the company, being more than a majority, vest the voting 

* Report of Industrial Commission, 1900, i. 513, 529. + Ibid., 270, 577. 

+ Ibid., 577. § Ibid. 656. i Idid., 261. 
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power of such shares in fifteen persons for twenty years; and 
it is agreed that one-half of all shares hereafter subscribed shall 
similarly be transferred to the trustees. The ownership of the 
shares may be transferred, but purchasers have no rights other 
than those provided by the trust agreement. The trustees are 
to vote as a unit, to the full number of the shares they hold, 
at the election of directors. One-third of the trustees retire 
annually, and their successors are elected by the general stock- 
holders. By a vote of three-fifths of both classes of stock- 
holders, on the redemption of the preferred shares at $110, 
the trust may be cancelled.* The formation of the voting 
trust, it was claimed, was made necessary by the attempt of 
the National Transit Company to secure control through the 
purchase of shares of the Producers’ Oil Company and the 
United States Pipe Line Company. In order to keep the con- 
trol of the latter company in hands friendly to the independent 
interests, there was devised a voting trust agreement, accord- 
ing to which the signers vested their interests in the stock in 
a certain Mr. A. D. Wood as trustee for five years from the 
[st of April, 1893, unless sooner terminated by a vote of three- 
fourths of the stock so held in trust. Mr. Wood was al- 
lowed full power to elect officers, but was bound to vote for 
persons interested in the business as independent refiners. 
It is the purpose of the Pure Oil Company, at the expiration 
of this trust agreement, to anticipate any attempt of the Stan- 
dard Oil Company to control the company. 

While the independent refiners have been seeking security 
in the trust form of organization, the Standard Oil Company 
has adopted the contrary policy. In 1892 the trust dissolved 
into its constituent companies, the former trustees holding a 
majority of the stock in each corporation and the holders of 
trust certificates exchanging them for the stock of the several 
companies in agreed proportion. By purely informal har- 
mony, @ unity of action among these corporations was main- 
tained. A large quantity of trust certificates were still out- 
standing; and the dividends, when declared, were at a certain 


* A copy of the trust agreement of the Pure Oil Company is given in Report of 
the Industrial Commission, 1900, i. 466-470. 


+ Report of the Industrial Commission, 1900, i. 110. 
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percentage upon these outstanding certificates and at a properly 
adjusted rate upon the capital stock of the different companies, 
so that the rate of dividends might be considered as if it were en- 
tirely on the trust certificates at their former full amount. In 
order to secure more complete unity and to provide for the 
claims of smaller holders of trust certificates, the Standard Oil 
Company was organized under the laws of New Jersey in 
1899. This corporation, though practically a new organiza- 
tion, was in form a continuation of the old Standard Oil Com- 
pany of New Jersey, with an amended charter and capital 
increased from $1,000,000 to $110,000,000. This corporation 
was authorized to own the stock of any of the different cor- 
porations connected with the Standard Oil Company, and to 
buy from all parties who own such stock whenever they de- 
sired to sell* “The new Standard Oil Company of New 
Jersey,” said the Industrial Commission in 1900, “ has recently 
been formed with the intention of transferring the stock of the 
different corporations into the stock of the new company, so 
that, when the transfer is finally made, one single corporation, 
the Standard Oil Company of New Jersey, will own outright 
the property now owned by the separate companies which are 
commonly known and mentioned together under the name of 
the Standard Oil Company. This combination at present has 
no formal unity. It has a practical unity as great as it will 
have probably after the complete change into the New Jersey 
company is effected.” + Since 1900 about $97,000,000 of the 
capital stock of this company has been used to purchase at 
par the stocks and properties of the other Standard companies, 
the capitalization of which was approximately $97,000,000, but 
whose good will and earning power, as represented by the 
market value of the stock, aggregates $650,000,000. 
Interesting as they are, the particular forms which the corpo- 
rate organization of the Standard and of its competitors assume 
are the least important phase of their competition. The progress 
of both the Standard and the independent companies has been 
most marked in recent years in foreign countries. To place 
*A copy of the charter of the company is given in Report of the Industrial 


Commission, 1900, i. 1228. 
+ Report of the Industrial Commission, 1900, i. 11. 
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American oils in Eastern markets has required constant cheap- 
ening of production and transportation. An immense outlay 
for additional pipe-lines, more and larger steamers for ocean 
transportation, and the adoption of the tank-car and tank- 
wagon system of delivery have been made necessary, so that 
to-day crude oil is carried almost exclusively by pipe-lines, 


‘ railroad transportation is confined to the products of crude oil, 


and the Standard has no arrangements apportioning to the 
railroads any share of the crude oil traffic. At present it is in 
its methods of marketing, by which it meets competition at 
home and abroad, that the real interest lies. 

Until 1895 the sale of crude oil by the producers had been 
on the exchange at Oil City. Throughout the 80’s the market 
in the exchange had been wildly speculative, but, gradually, 
less and less oil came to be sold on exchange; and, finally, on 
January 23, 1895, the Seep Purchasing Agency of Oil City, on 
behalf of the Standard Oil Company, posted a notice that 
thereafter the prices paid by it to oil producers “ will be as 
high as the market of the world will justify, but will not 
necessarily be the price bill on the exchange for certificate 
oil.” The Seep Purchasing Agency purchases for the Stand- 
ard Oil Company 80 per cent. of the crude oil produced in 
Pennsylvania and Ohio, and by its action it fixes the price of 
crude oil in the oil regions. “We have before us,” says Mr. 
Archbold, “daily the best information obtainable from all 
the world’s markets as to what the offerings are and as to 
what it is possible to sell for; and we make from that the best 
possible consensus of prices, and that is our basis for arriving 
at the current price.” * In the period from 1895 to the pres- 
ent, it may be added, the difference between the price of 
crude oil and the price of refined oil has remained almost con- 
stant, which shows that this power of fixing the price of 
crude oil has not been abused, in spite of the fact that the 
Standard Oil Company during these years refined over 80 
per cent. of the output of oil.t 

* Report of the Industrial Commission, 1900, i. 571. See also 142, 143. 

+t Industrial Combinations and Prices, by J. W, Jenks, in Report of Industrial 


Commission, 1900, i. 53. 
t Report of the Industrial Commission, 1900, i. 560. 
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By its control of the pipe-line systems the Standard Oil 
Company maintains its advantage over the independent re- 
finers of the oil regions. The practice of the pipe-line com- 
panies is to receive all oil produced in the wells with which 
their pipes are connected, gauging the amount and recording 
the quantity received from each producer. The producer may 
then receive from the company at any timethe value of his 
oil in store at the price for that day, or, instead, may receive 
pipe-line certificates which are negotiable in the open market. 
The company lays pipes without extra charge to new wells, 
though they be fifteen or twenty miles distant. In the proper 
management and extension of the pipe-lines, more than in 
any other branch of the business, is the necessity for large in- 
vestments of capital apparent.* In the early days of the in- 
dustry the absence of these facilities completely demoralized 
the business; and for the adequate management of the lines 
no company except the Standard has been ready and able to 
make the necessarily enormous investment of capital. With 
their scant resources the smaller companies were unable to 
respond to the slightest sudden demand for new facilities. The 
superiority of the Standard Oil Company, in this particular, 
was clearly shown in the sudden development of the McDon- 
ald field in 1891. In July of that year the output of the 
McDonald field was 3,000 barrels daily. By the middle of 
August it had reached 15,000 barrels. By the first of Sep- 
tember the Standard Oil Company, through its ally the Na- 
tional Transit Company, was able to handle 26,000 barrels a 
day; by the first of October it could handle 40,000 barrels a 
day; and, when in November the production of oil reached 
nearly 80,000 barrels per day, the capacity of the pipe-lines had 
risen above that figure. Iron tankage of the capacity of 
8,000,000 barrels was erected during these months, and fifty- 
three miles of pipe laid in a territory of twelve square miles. 
Had the National Transit Company, with its $30,000,000 of in- 
vested capital, not been in control, it may be seriously doubted 
whether local enterprise could ever have effected so remark- 
able an extension of pipe-lines in so short a time. 

Associated with its advantages in transportation is the 


* Report of Industrial Commission, i. 799, 285, 553. t Ibid., 471-475. 
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advantage the Standard Oil Company has in distributing its 
refineries in strategic locations. Not only is a saving in trans- 
portation charges thus effected, but advantages accruing from 
cheaper land, labor, and fuel, are also secured. To gain this 
economy, the Standard Oil Company spent millions in new 
plants near New York and Philadelphia.* It bought the 
entire output of the refineries in the newly discovered oil 
region in Colorado,} and secured control in 1898 of 75 per cent. 
of the refining business in Canada; t and for the same purpose 
it has recently rebuilt refineries in Pennsylvania, in order to 
profit by the cheapened fuel.* 

The vexed question of the effect of the Standard Oil com- 
bination on the price of refined oil will probably never be 
settled. Opponents of the Standard Oil Company declare 
that the Standard has not reduced the price of refined oil as 
compared with crude oil to any such degree as would be the 
case under open competition. The effect of the combination, 
they point out, is to be gauged only from the margin between 
the prices of refined and crude oil; and the reduction of this 
margin, though steady, is, in their opinion, by no means com- 
mensurate with the improvements in the processes of refining.§ 
In reply, Mr. Archbold of the Standard Oil Company has 
declared that his company is unable permanently to exact 
excessive prices, Temporarily, it might have such power ; but, 
if it used this power arbitrarily, it would provoke heavier com- 
petition. There is, he admits, a certain amount of monopolis- 
tic power, coming from the aggregation of capital itself, which 
keeps prices higher than they would be under severe compe- 
tition; but, at present, this power and its effect upon prices are 
very slight, and the lessened cost of doing business on a large 
scale more than compensates in lowered prices for the slight 
monopolistic power of getting higher prices.|| Perhaps the 
most significant criticism which the independent refiners pass 
upon the price which the Standard Oil Company gets for its 

# Report of the Industrial Commission, 1900, i. 649. 

+ Ibtd., 394. ¢ Ibid., 673. 

§In the chart accompanying Professor Jenks’s report on Industrial Combina- 
tion and Prices this margin is graphically shown. Report of Industrial Commis- 
sion, 1900, i. 

Report of Industrial Commission, 1900, i. 569, 570. 
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oil is that the improved methods of utilizing by-products in 
recent years have made by-products as remunerative as the 
refined oil itself; and yet the margin of price between refined 
oil and crude oil during this period has only slightly decreased 
The statement has frequently been made that the Standard 
has reduced its prices in the territory of its competitors, and 
maintained prices at more profitable rates at non-competitive 
points.* Such a practice, as an instance of ordinary business 
competition, is not extraordinary. A similar charge could be 
brought against most-large businesses; and, as those who 
bring the charge seldom take into account the varying cost 
of transportation to markets of varying means of communi- 
cation, small probative value can be attached to their bare 
statement of difference in price. Of more serious nature are 
the charges that the Standard Oil Company suborns the 
employees of its competitors to secure information as to 
their shipments and customers, and that it resorts to unfair 
tests and adulteration of its oils and to the copying of 
brands with the design to deceive purchasers. On all these 
points the evidence is at best vague and inconclusive. The 
officials of the Standard Oil Company testify that it is their 
practice to ask their salesmen to keep their eyes open, and 
to inform the company as to those from whom different 
dealers are buying; but they flatly deny the charge of sub- 
orning the employees of their rivals, and very conclusively ex- 
plain away the charge of fraud in the copying of brands and 
in the tests and adulteration of their products.t| The energy 
of the Standard Oil Company, in developing new departments 
of the industry, and its enterprise in undertaking the produc- 
tion of all the chemicals and materials incidental to the pro- 
cess of refining, has been recognized, even by independent 
refiners, as truly great, and quite beyond what smaller com- 
petitors could have attempted.t{ The leading by-products are 
gasoline, naphtha, paraffine, lubricating oils, and vaseline 
products. In addition to these, fully 200 other by-products 
are extracted and used for medical purposes and for aniline 


* A mass of evidence bearing on this point is digested in Report of the Indus- 
trial Commission, 1900, i. 112-117. 

t Report of Industrial Commission, 1900, i. 118-127. 
t Lewis Emery, Report of Industrial Commission, 1900, i. 627. 
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dyes. To utilize all these by-products requires the greatest 
specialization of methods, encouragement of invention, in- 
vestment of capital, and extension of plant. A refinery of a 
capitalization of $500,000 cannot realize such economies.* The 
undoubtedly large profit accruing to the Standard Oil Com- 
pany from the utilization of by-products is owing entirely to 
its superior mechanical efficiency and organization. 

Aggregation of capital has brought to the Standard Oil 
Company its greatest advantage in the development of foreign 
trade. In its contest on the Continent, and especially in Rus- 
sia, with the great oil interests of the Rothschilds, of the Nobel 
Brothers, and of prominent England capitalists, its success has 
been entirely due to its great capitalization. Since 1871 the 
export of petroleum products has increased seven times, and of 
the present exports the Standard Oil Company ships 90 per 
cent.f In Russia the competition between the Standard and 
the Nobel Brothers is keen. The price of Russian crude oil is 
lower than that of American oil; and the Nobels are at pres- 
ent shipping it in tank steamers to India, China, and Japan. 
To meet this competition, the Standard Oil Company has es- 
tablished agencies all over the world, and has built bulk-tank- 
ships for transporting its product. With the exception of the 
trade in the Far East, where Russian competition is especially 
keen, the export price of oil has always been kept above the 
American price.t 

The present position of the Standard Oil Company is one of 
abundant prosperity and power. It is opposed by a combina- 
tion —the Pure Oil Company — which works in harmony with 
an independent seaboard pipe-line —the United States Pipe 
Line—and with 66 independent refineries. The Standard 
controls 90 per cent. of the export trade and 80 per cent. 
of the domestic trade. By its control of the pipe-line situa- 
tion it has become quite independent of the railroads. By its 
preponderant purchases of crude oil it has been able to steady 
and roughly direct the course of prices of petroleum. By its 
advantages in locating its refineries near their several markets 
and in utilizing by-products it has effected enormous econo- 
mies in transportation and manufacture, and increased its 


*Report of Industrial Commission, 1900, i. 570. t Idid., 568. t Ibid., 791. 
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dividend from 12 per cent. in 1892,* when the Standard Oil 
Trust was dissolved, to 48 per cent. in 1901. The power of 
the Standard Oil Company is tremendous, but it is only such 
power as naturally accrues to so large an aggregation of 
capital; and in the persistence with which competition agaiiist 
it has continued, in the quickness with which that competition 
increases when opportunity for profit under existing prices 
appears, and in the ever-present possibility of competition 
which meets the Standard Oil Company in the direction of 
every part of its policy, lie the safeguards against the abuse 
of this great power. 

GipERT Hottanp Montacve. 
HARVARD UNIVERSITY. 


* Report of Industrial Commission, 1900, i. 799. 
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NOTES AND MEMORANDA. 


COAL AND IRON COMBINATIONS IN GERMANY. 


I should like to describe four representative combinations 
which are typical of a tendency that during recent years 
has come into prominence in Germany. One of these con- 
cerns, which is to occupy the major part of our attention, 
dates from 1893; the others date from the summer of 1900, 
from December, 1901, and from the latter part of 1900, re- 
spectively. The tendency to combine shows itself to-day not 
only in industry, but in commerce and even among consumers. 
We may take the Coal Syndicate of the Rhenish- Westphalian 
district (Rheinisch-Westfilisches Kohlensyndikat) as a type 
of the producers’ combination, the Berlin Structural Steel 
Bureau (Berliner Trdger Kontor) as a representative of the 
dealers’ combination, and finally the Rhenish-Westphalian 
Association for the Purchase of Pig-iron (Rheinisch-Westfal- 
ische Roheisen-Hinkaufsvereinigung) as a type of the con- 
sumers’ combination. Some combinations have also formed 
agreements inter se, of which the agreement between the syn- 
dicate selling rolled wire (Walzdrahtsyndikat) and that pro- 
ducing wire nails (Drahistifisyndikat) is a good example. 
Let us successively consider these four typical institutions. 


(1) Tae Raenisa-WestPHatian Coat SyNDICATE. 


The Rhenish-Westphalian Syndicate is a stock company, 
established in 1893 with a capital of 900,000 marks, and 
with its headquarters at Essen, It is controlled by a certain 
number of committees, “to whose decisions the members 
must submit”; the more important questions being consid- 
ered by an assembly of mine-owners, in which each has a 
vote proportional to his contribution to the syndicate in 
10,000-ton lots. 

The members on their side pledge themselves to dispose of 


FT ee E 








<> a 





NOTES AND MEMORANDA 327 


their total output to the syndicate, with the exception only of 
quantities necessary for the private needs of the company, and 
amounts sold at retail in the immediate neighborhood or fur- 
nished in kind to the employees. .The syndicate, in turn, en- 
gages to resell whatever coal it purchases. 

At first each mine “ participated ” in the total sale to the ex- 
tent of a quantity chosen by it and determined in accordance 
with its production in 1891 or 1892; but a greater “ partici- 
pation” may sometimes be secured if asked for at least six 
months in advance. In the case of new installations a special 
commission then studies the question from the technical point 
of view; but in the case of an established plant it exam- 
ines, in addition, whether these extra quantities can be sold 
without necessitating a reduction of the existing “ participa- 
tions,” 

Let us define the real character of these “ participations.” 
They do not indicate the number of tons that the syndicate 
pledges itself to purchase, but merely a proportion. Suppose 
that we call A the participation of the first mine, and 


A+B+C-+D... that of the totality of mines. The first 


A 
member can count only on the purchase of XTBTOTD.. 


the second on that of > TB a [po of the quantities sold. 


If it is foreseen, thanks to the system of long-term contracts, 
that the whole product will not be sold, the syndicate remains 








obliged to reduce the loss of each by +50" in order to maintain 


equilibrium, “a % ” marking the extent of the “reduction of 
Production ” (Betriebseinschrankung). The first mine will de- 
. A 100 — a A (100-a 
liver only 7 EZOTD...~- 1 > * AF BEOTD.-y 
the second, 9 ee 7-2 , 
A+B+C+D.... 100’ 100(A+B+C+D...) 
“When the mines involved are not engaged in a uniform 
manner, those among them which have received from the 
syndicate total orders to be delivered exceeding the figure of 
their participation must pay a premium on the superior ton- 
nage. Vice versa, those mines which have received an in- 
ferior total of delivery-orders receive an indemnity for the 
difference.” 
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The advisory committee of the syndicate determines the 
normal prices (Richipreise); and the direction committee de- 
termines thereafter, according to these prices, the purchase 
prices ( Verrechnungspreise) for all stocks and grades of coal 
of each member of the syndicate and the selling-price (Ver- 
kaufspreise) to each customer. The “ riormal prices” serve to 
keep the direction committee informed as to the present ten- 
dencies of the constituent firms. The purchase prices, varia- 
ble according to kind and quality, are, in principle, the “ pur- 
chase prices at the mines”; but “whatever the syndicate can 
obtain in addition, uncontested in the sales department, ac- 
crues to him who delivered the coal sold at a premium, and is 
entered every month to his credit.” 

To cover administrative expenses and possible deficits, a 
proportional preliminary charge is levied upon the new in- 
voices, the rate of this charge being determined, when neces- 
sary, by the advisory committee. 


(2) Tae Beri Srrvceturat Stree, Bureav. 


The Berlin Structural Steel Bureau is composed of eleven 
members, selling from 90% to 95% of the total quantity of 
structural steel used in Berlin or inits immediate suburbs. Its 
field of activity is strictly limited, extending over the entire 
zone distant not less than 30 km. (18.75 miles) from the 
Dénhofplatz. Beyond this limit absolute individual liberty 
prevails, but within the limit the bureau alone can conclude 
bargains with purchasers. If an order is sent to a particular 
firm, it must reply that it cannot of itself dispose of even a 
single ton. Each infraction of this rule is punishable by a 
fine equal to the total price of the sale, and never less than 
10,000 marks. : 

The “ participation” figure is the average quantity that each 
member sold between 1897 and 1899. If any member re- 
ceives an order for a quantity surpassing his participation (or 
share), he is obliged to indemnify the dealer who otherwise 
would suffer in consequence. If a person writes tothe bureau 
expressing a desire to secure delivery from a certain dealer, 
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who perhaps is to erect a building for him (since constructors, 
as well as merchants, are members of the syndicate), the size 
of the orders received may permit this solution, in which 
case the dealer accepts and the affair causes no difficulty; but, 
if the figure of the orders received exceeds the dealer’s share, 
another member is likely to be charged with the execution of 
the order. 

The Berlin Bureau is in very intimate relations with the 
Bureau of Structural Steel Manufacturers at Wiesbaden. 


(3) Taz Raenise-WEsTPHALIAN ASSOCIATION FOR THE PuR- 
CHASE OF PiG-IRON. 


All members of the Rhenish-Westphalian Association for 
the Purchase of Pig-iron renounce, in its interest, the right to 
buy directly in Germany or abroad any pig-iron, except some 
special varieties, the association serving as their intermediary. 

Each member has a vote in the deliberative assemblies pro- 
portional to his consumption of 5,000-ton lots, at the maximum 
five. 

The directors of the association receive, three months in ad- 
vance, an announcement of the quantity necessary for each 
member, and collect offers of supply. Then, in general assem- 
bly, the association decides as to the acceptance of these 
offers, and, in case of need, as to the amount of pig-iron to be 
imported. Should it be impossible to procure the entire 
amount desired, a proportional distribution takes place be- 
tween the members. 


(4) THe CompinaTion oF THE RottED WIRE AND THE 
Srezt Nam Synpicarte. 


The nature of this combination is shown by the contract 
which unites the two syndicates. 

Art. 2. “The members of the syndicate of German wire- 
rollers renounce, in so far as they are not themselves members 
of the syndicate of German steel nail manufacturers, the 
right to produce steel nails. On the other hand, the members 
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of the syndicate of German steel nail manufacturers renounce, 
in so far as they are not themselves members of the syndicate 
of German wire-rollers, the right to produce rolled wire.” 

Art. 3. “The members of the syndicate of steel nail manu- 
facturers bind themselves to buy their iron and steel wire 
of all kinds, in so far as they themselves do not produce such, 
only from the syndicate of wire-rollers.” 

This contract disappears only in the two following cases : 

(a) If a member has not received any reply to a demand for 
supply, sent at an opportune time one week before the com- 
mencement of the three months’ period, he remains free for the 
following three months. 

(6) If a more advantageous offer comes from abroad, the 
member is obliged to prove this offer to the rolled wire syndi- 
cate, and to ask if it desires to deal on the same terms, where- 
upon, if the reply is negative, the foreign offer can be accepted. 
In exchange for these concessions, the wire syndicate binds it- 
self not to sell any wire within the country to any but the 
houses which have adhered to the nail syndicate or will engage 
with it not to deliver afterward their products to non- 
members.” 

Here we have, then, two combinations, the one selling raw or 
semi-worked products, the other manufactured goods. The 
syndicate of manufacturers buy their materials exclusively 
from the syndicate producing them, except under special 
circumstances; and, on the other hand, the latter syndicate 
agrees not tu deliver goods to those who do not belong to the 
association. 

We have thus reviewed four currents of unequal strength. 
That which urges the producers to organize is the most power- 
ful; and institutions are numerous which resemble more or less 
closely that at Essen. The understanding between merchants 
has as yet generally assumed only primitive forms; but the 
Berlin Structural Steel Bureau nevertheless exhibits the ten- 
dency. If the “pure consumers ”— i.e., the public — are almost 
impossible to organize, the consumers who are at the same 
time producers group themselves more readily and form asso- 
ciations with a view, not to escape middlemen, but forcibly to 
oppose the producers of materials. Of this nature is the 
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Pig-iron Buyers’ Association, In some cases, however, when 
combinations in successive stages of an industry have con- 
tended with each other, understandings have been effected be- 
tween the combinations themselves, as notably in the case of 
the rolled wire and the steel nail industries. 


AnprE E, Sayovus. 


PARIS. 
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“THE VARIATION OF PRODUCTIVE FORCES.” A 
COMMENT. 


Professor Bullock has performed a much-needed service, in 
the August number of this Journal, in making a fresh examina- 
tion of the old doctrine of “ diminishing returns.” A crooked 
place, indeed, has been made far straighter than it was before. 
But, although in substantial agreement with Professor Bullock, 
I wish to call attention to one point, at which his treatment 
of the subject seems to be inadequate. 

On every hand in economic phenomena we find, as De 
Quincey phrased it, a “Zeiigos, or yoke of forces,” *— 
principles working together in pairs, and producing between 
them resultant movements. Thus, in respect to the general sub- 
ject before us — the variations of productive efficiency — there 
are, on the one side, the force or complex of forces which we 
may call the principle of economic resistance,t and, on 
the other side, the principle of invention, or creative ad- 
vance. And, moreover, as the outcome of the working to- 
gether in combination of these two principles, there is in the 
long run a resultant movement, which, according as the first or 
the second predominates, or the two balance, we call a law of 
diminishing, increasing, or stationary returns,— efficiency. 
Obviously the law may change its character during consider- 
able periods of time; and, obviously, during very short periods 
of time there can hardly be such a resultant law at all, since 
the principle of invention has no opportunity to exert itself. 
During a very short period of time (which is more or less 
according to the nature of the industry) there is opportunity 
merely to conduct an experiment in purely cumulative eco- 
nomic effort, demonstrating the existence of the principle of 
resistance, such an experiment as is described by Professor 

* The Logic of Political Economy, chap. iii. 

+The expression ‘“ economic friction,” which otherwise might be graphically 
employed here, is already in use for a wholly different purpose, to denote all 


those things which prevent the formation of a perfect market, and so uniform 
wages, profits, or prices. 
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Bullock, following Marshall, on page 487. In like manner, 
again, under what Professor Bullock calls “static conditions,” — 
that is, a state of expanding capital and labor, but with the 
principle of invention by hypothesis in abeyance,— there can be 
nothing revealed but the yoke-fellow of the principle of in- 
vention working alone. This is a distinction which, it seems 
to me, would have added to the value of Professor Bullock’s 
exposition. ; 

The principle of economic resistance (imperfectly dis- 
tinguished from the law which may receive its character 
from it) was the new thing in the classic theory of rent set 
forth by Malthus, West, and Ricardo. Anderson long before 
had given an excellent description of agricultural rent; but it 
was only a description, not an explanation, since it wholly 
lacked its proper philosophical basis,—the principle of 
resistance as met with both in intensive and extensive cul- 
tivation. But the classic writers erred in over-emphasizing 
resistance to the neglect of invention in the industry of 
agriculture as a whole, and so came to the making of pessi- 
mistic prophecies as to the resultant movement, which have 
been falsified now during a long term of years. More recent 
followers of the school have been slow to change their tone, 
apparently finding it hard to cut loose from considering the 
industry of agriculture by areas, or by comparatively small 
districts, and to perceive that under modern means of trans- 
portation it is free to range over the whole world, having 
recourse to new lands which are as good, or better, than the 
old. 

On the other hand, the classic writers and their followers 
have been slow to recognize the existence of the principle 
of resistance in other industries besides the extractive indus- 
tries. This has been so, apparently, in part because they have 
not considered problems in manufacturing and commercial pro- 
duction by definite areas, and in part because they had assumed 
in physiocratic fashion that agriculture was the “ pace-setter ” 
for general industrial society. They examined with care into 
the causes of the weakness of the weakest link in their chain: 
the other links the. ~aively assumed to be infinitely strong. 

In expanding industry in general, resistance is met with, it 
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seems to me, in three leading forms: first, in respect to obtain- 
ing and technically manipulating materials,— the necessity of 
resort to more difficult sources of supply of old materials and 
the necessity of working more refractory new materials; sec- 
ondly, in respect to organization,— the difficulties of managing 
men, guarding against leaks, securing a proper balance of 
parts of a business; thirdly, in respect to marketing, which is 
a matter not only of expense and time in bringing old sorts 
of products to market and getting one’s pay, but also of 
expense and time in supplying the market with new sorts 
of products as it becomes glutted with the old. Each of 
these forms of resistance, which may be divided into many 
sub-varieties, has its own appropriate sort of invention more 
or less offsetting it,— improvements in transportation, in the 
systematizing of work, in the art of advertising, etc. This is 
a department of economics in which, I think, more light is 
needed. But the only point I wish to urge against Professor 
Bullock is that he has failed to distinguish clearly enough 
between the initial principle of resistance in general and one 
of the resultant laws which may be the outcome of its com- 
bination with the other initial principle of invention. 


C. W. MixtTer. 


HARVARD UNIVERSITY. 


a 





Ss 





NOTES AND MEMORANDA 835 


THE UNIVERSAL LAW OF DIMINISHING RE- 
TURNS. ANOTHER COMMENT. 


Since Professor Bullock* has not claimed that his classifica- 
tion is complete, the following suggestions cannot be regarded 
as, in any sense, a criticism. They are intended rather as an 
extension of his classification. He has, in accordance with the 
original meaning of the law of diminishing returns, restricted 
its application to the amount which can be produced by vary- 
ing amounts of labor and capital applied to the cultivation of 
a given piece of land of fixed area, It may be compactly 
expressed as follows : — 


A Onits Units Units 
ae aon” ram ef p- ~+ § 
If xX _ with YY with Z _ will produce FP, 


then X with aY with aZ_ will produce more than P, but 
less than aP. 

(It being assumed that a is a positive quantity greater than 7.) 

But if, instead of assuming a fixed quantity of land, we 
consider the broader question of the joint productivity of the 
three factors,— land, labor, and capital— when combined in 
varying proportions, this formula can be considerably ex- 
tended : — 


Acres of Units of Onits o Units of 
land. labor. capital, product. 
For aX with aY with Z will produce more than P, but 
less than aP, 
and aX with z with aZ will produce more than P, but 
less than aP. 


Each of these formule expresses a law of diminishing 
returns identical with the law of diminishing returns from 
land, except that, in one case, labor, and, in the other, capital, 
is regarded as the fixed factor instead of land. 

But, if we conceive of a fourth factor,— namely, “ manage- 
ment,”—and assign to it a quantitative expression, we can still 
further extend the formula : — 


*Cf, The Variation of Productive Forces, by Charles J. Bullock, in this 
Journal for August, 1902. 
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Land. _— Labor. Cop. Manage. Product. 
If xX with Y with Z with M_ will produce P, 
thenaX withaY withaZ with M_ will produce more than P, but 
less than aP. 

Provided the limit has been reached beyond which large- 
scale production is less productive than small-scale production. 
If that limit has not been reached in the establishment in 
question, the formula would be : — 

aX with aY with aZ with M will produce more than aP. 

This would be a case of increasing returns with the factor 
called “ management,” instead of land, as the fixed factor. It 
would also be a case of what Professor Bullock calls the “ Law 
of Economy of Organization.” Viewed from this standpoint, 
the two supposed laws are one and the same. 

But each of the factors named is capable of being sub- 
divided into a large number of non-competing, co-operating 
groups; and the formula ought, in strictness, to be so ex- 
tended as to assign a separate quantity to each such group. 
A given laborer, for example, only competes, in the strictest 
sense, with those other laborers who are doing, or are willing 
to do, the same kind of work that he is doing. All beside 
these fare co-ordinating their efforts with his, and increasing 
the effective demand for his labor. Other things equal, the 
more there are to do his kind of work, the less value he can 
produce, and the worse it is for him; but the more there are to 
do other kinds of work, the more value he can produce, and 
the better it is for him. It is quite as much to his advantage 
that there should be an increase in the supply of other kinds 
of labor as that there should be an increase of land or capital, 
provided this increase in other kinds of labor does not cause 
such a shifting about of laborers as to increase the number in 
his particular group. The same rule will apply to different 
forms of capital or different kinds of land. This is the 
identical law which has long been called the law of diminish- 
ing returns from land, except that, in this case, any particular 
form of labor, land, or capital, is regarded as the fixed factor, 
all other factors being regarded as variable. This extension 
of the law of diminishing returns is essential to any complete 
theory of distribution. T. N. Carver. 
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THE RESERVES OF THE NEW YORK BANKS. 


The Commercial and Financial Chronicle, since July, 1900, 
has published, alongside of its weekly bank statement, the 
percentages of reserves to deposits held by each of the par- 
ticular banks belonging to the New York clearing-house; and 
an examination of these figures, which are now conveniently 
available for a period of two and a half years, reveals certain 
interesting facts. 

The provision of the national banking law which requires 
the national banks of New York City to hold a reserve 
equal to 25 per cent. of their deposits has, in reality, come 
to be thought of as applying to the aggregate reserves and 
deposits of the associated banks as a whole; and any near 
approach to that minimum in the weekly aggregate report 
invariably causes anxiety. One might not unnaturally sup- 
pose from the fact that 17 of the associated institutions are 
organized under State laws, and are not legally subject to 
the 25 per cent. requirement, that the total reserves of 
all the banks, National and State together, might sink some- 
what below the minimum prescribed for the national banks 
without exciting alarm; but this does not seem to be the case. 
The 25 per cent. boundary has been overstepped only three 
times within the last decade,—in the summer of 1893, in 
November, 1899, and in September, 1902; and the situation 
each time has caused serious unrest, and has called forth 
heroic means ofremedy. Twenty-five per cent. thus seems to 
have become the effective minimum required by public opinion, 
if not by the law, for the aggregate reserves of the reporting 
banks. This fact is further attested by the regular employ- 
ment of the phrases “legal reserves” and “surplus reserves ” 
in the financial columns of the New York papers in discussing 
the clearing-house totals. 

Such being the case, it is curious to find that during the 
104 weeks between January 1, 1901, and January 1, 1903, on 
the average, the reserves of 23 of the 59 banks quoted in the 
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clearing-house returns fell short of the 25 per cent. minimum, 
and that during 12 of these weeks more than 30 of the banks 
were short. During one week there were as many as 35, at 
no time fewer than 15 banks with short reserves. As there 
were only 17 State banks connected with the clearing-house, 
this would seem to indicate that some of the national banks 
were almost always to be found below the Comptroller’s 
minimum. 

We may say, then, that, as a general rule, throughout the past 
two years considerably more than a third of the New York 
banks have held reserves below the level which public opin- 
ion regards as an untrespassable minimum for the banks as a 
whole, and during at least three months half or more of the 
banks have been in this condition. There were few weeks in 
which the reserves of some of the banks did not average below 
20 per cent.; and this was several times true of national banks 
as well as of state banks,” while occasionally the reserves even 
fell below 15 per cent.f 

Inasmuch as the aggregate reserves during the two years, 
were, with the exception of a single week, above the mini- 
mum, it is clear that the reserves of some of the banks must 
have been enlarged so as to more than cover the deficits of 
the banks with the short reserves. The burden of maintain- 
ing the credit of our financial centre was thus made to bear, 
whether consciously or unconsciously, more heavily upon the 


shoulders of the cautiously managed banks. 
A. Piatt ANDREW. 


*The reserves of the National Broadway Bank, for instance, averaged below 
20 per cent. in the weeks ending May 25, December 14, and December 28, 1901, and 
March 23, 1902. 

tThe reserves of the Continental National Bank averaged 14.8 per cent. 
during the week ending April 20, 1901. 
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A DISCUSSION OF GROUND RENT. 


The Massachusetts Single Tax League, on December 8, 
gave its annual dinner in Boston; and, as on a former occasion, 
professional economists were invited to discuss some theoretical 
aspects of the subject of rent and its relation to taxation. 
The League exists for the purpose of advocating the experi- 
ment and adoption of the Single Tax, a reform in taxation 
which it holds to be both desirable and practicable; and the 
object of these special gatherings is to call public attention to 
the movement, to serve an educational purpose, and to secure 
and promote, if possible, a general agreement among econo- 
mists, with the hope that by so doing the subject may receive 
more attention in academic instruction. 

The subject discussed at the recent gathering was: “Ground 
Rent: What is its nature, operation, and office? What 
causes it? What maintains it? How much is there of it?” 

As to the nature of rent, there seemed to be a general 
agreement among the speakers that, as land in its origin 
differed from other agents of production, it not being the 
product of human labor, and as its value in general was 
not influenced by the cost of production, therefore rent, or 
the income received from land, must be differentiated from 
interest. The income from capital was of a different nature 
for the reason that capital originated as a product of labor, 
and the cost of supplying and maintaining it exerted an in- 
fluence upon the amount of interest it could command. For 
these reasons there was justification for making a discrimina- 
tion between land and capital, and for differentiating rent 
from interest. 

Exception, however, was made by one speaker to this 
general accepted idea: land, as appropriated and used in the 
United States to-day, was simply one form of capital, and the 
rent of such land a mere form of interest. To have any eco- 
nomic significance, land must be appropriated and improved 
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by the expenditure of labor upon it. It was thus analogous to 
a tool, or any other instrument of production. 

While this view of rent was not accepted by all, it was 
conceded that land, to the settlers of a new country, appeared 
as a free gift of nature; and in this sense it might be similar 
to other agents of production in their original form. 

Attention was called to the important question of whether 
this income from natural resources was earned or unearned. 
This could only be determined by the nature of the natural 
resource which yielded the income. A study of particular 
kinds of rent was shown to be especially desirable as a guide 
to the taxation of incomes derived from ground rent. It was 
also pointed out that rents could not always be distinguished 
from profits, especially in many a business or speculative 
undertaking in which land is directly involved. 

As to the importance of urban compared with agricultural 
rent, it was shown that in cities the gradually developed 
distinction between land and other forms of property was 
more pronounced, while in the less advanced agricultural 
communities such a distinction hardly existed. In some of 
the more valuable urban property the monopolistic element 
had become predominant, while in many agricultural com- 
munities this monopolistic feature had scarcely begun to 
appear. 

It was further urged that, if the annual value of franchises 
can be considered in any way analogous to rent, good business 
policy demanded that public services and utilities should be 
acquired by municipalities on the very best terms possible. 


That the Massachusetts Single Tax League is performing a 
service in an educational way by promoting these discussions, 
can hardly be doubted. Public opinion needs enlightenment 
on the real defects of the present system of taxation. The 
reported discussions of these gatherings must contribute to 
this end; and, if the possibilities of reform can be urged to the 
point of actual experiment, at first in a humble and conserva- 
tive way, such efforts and discussions may not have been in 
vain. 








NOTES AND MEMORANDA 341 


As to securing a better understanding, or the possibility of 
dispelling differences, the effort may seem at first somewhat 
presumptuous and ineffectual. A substantial agreement exists 
among economists on the general principles involved, as was 
revealed on this occasion ; and, where differences of opinion are 
already known to exist, and accepted, they are rarely dispelled 
by discussion. It may likewise be supposed that economists are 
fully aware of the merits and limitations which this whole 
question presents, and may, moreover, be relied upon to give 
it at all times its due and proper consideration. 

Artur J. Boynton. 
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THE HOLYOKE WATER CASE. 


The many recent attempts to value corporate properties, 
with the questions as to the correct methods to be used in 
such cases, and the fact that this is the first dispute to come 
up under the Massachusetts Municipal Lighting Act, combine 
to give especial interest to the Holyoke Water Case.* The 
statutes under which the case arose provided that, where a 
city voted to undertake its own lighting, any concern already 
engaged in that business within the place might offer its plant 
to the city, whereupon the latter became bound to accept the 
same. When one concern owned both an electric light plant 
and a gas plant, the city was to buy both. Should the two 
parties fail to agree as to the plant and the terms of its sale, 
the questions were to be laid before a commission appointed 
by the Supreme Court, its decision, on appeal, being subject 
to revision by that court. Under these provisions the city of 
Holyoke in December, 1897, voted to establish a municipal 
electric lighting plant. The Holyoke Water Power Company, 
which was then supplying the city with light, thereupon 
offered its gas and electric plants to the city; and, failing to 
come to an agreement, the questions at issue were submitted 
to a commission composed of two lawyers and one engineer. 
Hearings began in April, 1899, since when over one hundred 
have been held, the case being somewhat delayed by a 
proposal, finally given up, that the city withdraw from its 
decision. 

The two main points at issue were: 1. What should be 
included in the plant to be sold? 2. How should that plant 
be valued? On these points the main provisions of the statute 
were, that the city should buy — 
such portion of his, their, or its gas or electric plant and property 
suitable and used for such business in connection therewith, ... and 


*Holyoke Water Power Company, Petitioner, v. City of Holyoke, 19+- vols., 
Boston, 1899.—The fina] decision of the commissioners has just been made (Jan- 
uary, 1903), but is not as yet printed. As it was accepted by both parties, the 
case does not come before the Supreme Court of the State. 
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the price to be paid therefor shall be its fair market value for the 
purposes of its use; no portion of such plant to be estimated, how- 
ever, at less than its fair market value for any other purpose, includ- 
ing any location or private rights acquired from private persons in 
connection therewith.... Such value shall be estimated without 
enhancement on account of future earning capacity or good will or 
of exclusive privileges derived from rights in the public streets.* 


A significant amendment to the original act struck out a 
paragraph providing for inclusion as an element of value the 
earning capacity based on actual earnings. 

The chief complications in the case arose on the first point 
from the peculiar connection of the company with the water 
power used to run the electric plant. This company, chartered 
in 1859, succeeded the Hadley Falls Company, which owned a 
dam across the Connecticut River at this point and adjoining 
tracts of land. The practice was to sell this land outright, and 
with it the privilege of annually leasing a certain amount of 
water power, the latter never being actually sold. A bonus was 
paid for this privilege when the land was bought, and there- 
after an annual rental for the power. The company began 
the electric lighting business in 1888, running the plant with 
its own water power. For a time they supplied the local 
street railway with electricity, and in their power system they 
set aside for use in the electric plant 16 mill powers of water. 
On ceasing to supply the electric road, it appeared that for 
lighting purposes there were used in this plant not over 8 
mill powers at the peak of the load; while the 24 hour aver- 
age was about 3 mill powers. In connection with this there 
was an auxiliary steam plant to furnish power on days when 
the water was too low. The gas plant, likewise, obtained } 
mill power of water from the company. About this, however, 
there was no dispute. It was the 16 mill powers of water for 
the electric plant about which raged the main discussion as to 
what the plant included. The company declared that the 
present opportunities to increase the business would give full 
employment for all the power. Still, in any case, as being a 
part of the plant, it must all be taken. But the city refused 


* Massachusetts Statutes 1891, chap. 370, sect. 12, as amended by Statutes 
1893, chap. 454, sect. 5. 
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to accept any more than could profitably be used for their 
purpose. 


The problem of valuing the structural plant, the land, and 
the power, aside from the questions of law, especially as to 
the interpretation of the statutes, and those of fact,— the 
city’s counsel concluded that a price far over $400,000 would 
be ruinous, whereas the lawyers for the company declared 
anything much less than $1,400,000 to be robbery,* — also 
raised the discussion as to the influence upon that value of 
the intangible factors, such as earnings, depreciation, fran- 
chise, opportunity for growth, and the fact of being a “going 
concern.” The structural plant was valued by the company 
at the contract cost of reproducing it just as it stood, less 
depreciation from use and age. As the basis of its calculation, 
the city took the cost of construction of a plant of equal 
capacity and use, but built according to the latest methods; 
and then determined what it could afford to pay for the old 
plant rather than install a new one by deducting from this 
cost, either the price of such improvements as were required 
to bring the old plant up to the efficiency of the new one, or 
the capitalized difference between the cost of operation of the 
two plants. In effect it thus simply included in depreciation, 
not only that from use and age, but from any other cause 
whereby the plant was rendered less efficient for the then 
existing conditions and needs. 

The land, the company declared, should be priced at its 
most valuable use,— ¢.e., as a mill site; and to this they added 
the structural value of the plant. Such a method, the city 
pointed out, resulted in double valuation ; for, though accord- 
ing to statute the land might be thus valued, yet in that case 
the plant could only be added at its value when dismantled. 
Further than that, the land “for the purposes of its use” as 
a lighting plant was only worth as much as land anywhere else 
equally suitable and obtainable; and, if its value as a mill site 
were greater than this, then it should not be awarded the 
city, because unsuitable for the purposes of its use financially. 
In the case of the water power the city obtained its valua- 


*The original price made by the company was $1,000,000, The award of the 
commissioners, it is understood, is about $700,000. 
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tion by contrasting the cost to operate the water plant and 
the auxiliary steam plant with the cost to operate a standard 
steam plant of like capacity, and concluded that, unless a 
suitable amount and rent were offered, the power could only 
have a minus value. The company claimed that the whole 
16 mill powers should be put at their highest value for any 
purpose. 

The question as to the influence of the intangible factors 
upon the value of the physical elements also occasioned 
much diversity of opinion. The city declared that practi- 
cally all these intangible factors, such as good will and 
franchise, were excluded by statute. Both parties admitted 
additional value from the fact that it was a “ going concern ”; 
and this was defined by the city as the charges above contract 
price incident to installation and the test of its ability to go. 
The company obtained its estimate of this factor by sub- 
tracting the structural value less depreciation from the capi- 
talized net earnings,— a proceeding strongly objected to by 
the city, which insisted that, as earnings included profit from 
good will and franchise, they could in no wise be considered 
as adding to the valuation in this case. 

Summing up the case, both parties considered the concern 
as a going unit. The company valued this unit in relation to 
its earnings and reproductive cost, but plus the additional 
value of any part for other uses; in short, by its potential 
income-earning power. The valuation of the city was based 
on & comparison with a plant of like capacity such as would 
now be both physically and financially suitable for the same 
purpose, CurestrrR W. Wriaar. 

[A future number of this Journal will contain a fuller ac- 
count of this case, with an analysis of the decision and the 
principles upon which it was based.—Epiror.] 
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OF interest to students of economics will be a forthcoming 
document of the United States Attorney-General’s office, en- 
titled Bills and Debates in Congress relating to Trusts. Only 
fifty copies were originally printed; but there is every prob- 
ability that a larger edition of sixteen hundred will follow, 
with an index and other improvements. The present volume 
of about a thousand pages was compiled by Mr. J. A. Finch, 
librarian of the Department of Justice. It covers all ma- 
terial relating to the question from the 50th to the 57th 
Congress, Ist Session. But one complete set of bills intro- 
duced during this time had been preserved in the Document 
Room of the Senate; and even this was scattered through a 
great collection of un-indexed volumes. A valuable feature of 
this compilation consists of its rigid expurgation of all merely 
political perorations. The matter is entirely and exclusively 
pertinent to the subject of trusts. A second document of in- 
terest, in the same line, will consist of a compilation of all 
federal decisions on the Sherman anti-trust law. This will, 
however, consist of a more liberal edition in point of number, 
easily obtainable through members of Congress. 


StupEnts of economic history will be interested in the pro- 
posed publication by the Johns Hopkins press, under the editor- 
ship of Professor J. H. Hollander, of a series of reprints of 
important economic tracts, now unavailable for the average 
student. The series will contain: 1. Three Letters on The 
Price of Gold, by David Ricardo; 2. An Inquiry into the 
Nature and Progress of Rent, by T. R. Malthus; 3. An 
Essay on the Application of Capital to Land, by Sir Edward 
West, Fellow of University College, Oxford; 4. A Refuta- 
tion ‘of the Wage.fund Theory, by Francis D. Longe. The 
edition will be limited to five hundred, and will no doubt be 
speedily exhausted. 
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Woop (Frederic). Government and 


the State: A Consideration of 
Elementary Principles and their 
Practical Application. New York: 
G. P. Putnam’s Sons. 8vo. pp. 
310. $2. 

[A scholarly examination of the 
foundations of government, its 
right to be, its sphere of action, 
and its essential forms. } 
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Lioyp (A. H.). The Social Will. 
Amer. Journ. of Sociol., Nov. 

a gence | ... isa party to every 
eed and every thought of the 
individual.’’] 

Loria (A.). Un mistico del ma- 
terialismo: Beniamino Kidd. 
Nuova Antol., Nov. 
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Adjustment to the Social Environ- 
ment. Amer. Journ. of Sociol., 
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Sociological Form of the Group. 
I. Amer. Journ. of Sociol., July 
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SMALL (A. W.). The Scope of So- 
ciology. VII. Amer. Journ. of 
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vom sozialpsychologischen Stand- 
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ges. Staatsw., 58, Heft 4. 
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ing in the United States. II. 
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II. LABOR AND CAPITAL, 
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ital and Labor. Chicago: C. H. 
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cts. 
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vocating socialism, ] 

Atma (R. S.). I lavoratori e la pro- 
duzione in Sicilia. Parte I. Il 
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8vo. pp. 40. 

Breck (Dr. Herm.). Lohn-u. Ar- 
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Maschinenindustrie am Ausgang 
des 19 Jahrh. Dresden: O. V. 
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1.50 m. 
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BLAUSTEIN (Dr. Arth.). Die Ent- 
stehung der gewerkschaftlichen 
Arbeiterbewegung im deutschen 
Sattlergewerbe. Tiibingen: J.C. B. 
Mohr. 1902. 8vo. pp. 148. 
4.50 m. 

[In volkswirtschaftl. Abhdlgn. 
der badischen Hochschulen. } 

BéuMERtT (Prof. V.). Die Gewinn- 
beteiligung der Arbeitnehmer in 
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Essai d’une philosophie de la soli- 
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Bourgeois, Croiset, Gide, Buisson, 
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Boureuin (M.). L’application des 
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CALMETTES (P.). Le travail de nos 
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8vo. 4.50 fr. 

Fuster (E.). Rapport sur les re- 
traites ouvriéres en Allemagne, 
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merce. Bar-le-Duc: Contant-La- 
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*GuHENT (W. J.). Our Benevolent 
Feudalism. New York: Macmil- 
lan Co. 12mo. pp. 202. $1.25. 
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G1anTuRCO (E.). Sul contratto di 
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GieLioLi (G. Y.). Le malattie del 
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und Einigungsimter, Berlin: G. 
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38.50 fr. 
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OLIVER 
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. Dangerous 
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ton & Co. 1902. 8vo. pp. 891. 33. 
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PRUDHOMMEAUX (D. F.). Le fa- 
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Materialien zur Arbeiterfrage. 
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sationen zum Zwecke der Selbst- 
hilfe. Stuttgart: J. H. W. Dietz 
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0.80 m. 
SoupEK (Dr. Rich.). Die deutschen 
Arbeitersekretariate. Leipzig: Jah 


QUARTERLY JOURNAL OF ECONOMICS 








& Schunke. 1902. 8vo. 
2.50 m. 
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THury (M Visite imaginative a 
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Wrieut (Carroll D.). Some Ethi- 
cal Phases of the Labor Question. 
Boston: American Unitarian As- 
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Auspices of the National Civic 


pp. 110. 


Federation. New York: G. P. 
Putnam’s Sons. 1902. 12mo. 
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[An attempt to establish the 
relation between socialism and 
science, which Marx failed to ac- 
complish. ] 

DrEsTREE (Jules) and VANDER- 

VELDE (Emile). Le Socialisme 
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Paris: V. Giard & E. Briére. 

1903. 12mo. pp. 498. 3.50 fr. 
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illuminating statement of facts; 
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Trade Unions 
At- 


SOCIALISM. 
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Simon et Fourier. Paris: Giard 
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Racca (V.). Giorgio Sorel e il 
socialismo. Riforma Sociale, Nov. 
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Pp. 

CARVILLE aT). Agriculture. Guide 
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520. $1.50. 
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FERRIGNI (M.). Le stime e le 
scorte nella mezzeria toscana e 
la loro valutazione. Florence. 
1902. 1.501. 
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8vo. 


u. ihre hichtl. Entwicklung. 
Berlin: F. Schneider. 1902. 8vo. 
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1244. 36s. 
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gen: H. Laupp. 1902. 8vo. pp. 
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Levy (Dr. Herm.). Die Not der 
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hohen Getreidezélle. Stuttgart: 
J. G. Cotta Nachf. 1902. 8vo. 
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In Miinchener volkswirtschaft- 
liche Studien. 
LORENZONI (G.). La cooperazione 
raria nella Germania moderna. 
ol. II. La costituzione socio- 
logica e giuridica ed i problemi 
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economici e sociali della coopera- 
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Magern1 (L.). Gli scioperi dei mez- 
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—— appunti e documenti. 
jena. 1902. 8vo. pp. 63. 11. 
MisEs (L.). Die Entwicklung des 
gutsherrlichbiuerlichen Verhilt- 
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In Wiener staatswissenschaft- 
liche Studien. ] 
Moras (A.). La crise du _ bilé. 
Paris: Rousseau. 1902. 8vo. 
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Oaitvy (A. J.). Phases of the 
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don: Land Nationalization So- 
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Poeer (T.). La mezzadria nel 
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istituto venato di scienze, lettere 
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Ranvuzzi (S. C.). Produzione e 
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Reeouios: (O.). Democratizza- 
zione della terra e redenzione 


della plebe rurale. Mortara. 
1902. 8vo. pp. 231. 
Sm1LAri(A.). Gli scioperi agricoli 


in Italia: cause e rimedi. me. 
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UNSIGNED. Scioperi agrari. I re- 
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nomici. Rome. 1902. 8vo. pp. 
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[Results of an inquiry by the 
Soc. degli agric. ital.] 
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BaiLtey (L. H.). The Report of 
the Industrial Commission: Agri- 
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Caro (G:). Zur Agrargeschichte 
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CoLAIANNI (N.). Il movimento 
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CoLEtTTI (F.). Il criterio economico 
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Wis0ur (H. W.). Conditions which 
affect Beef Prices. Gunton’s, Oct. 
UNSIGNED. Sonnino, L’ on, e la 
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ologna. 
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hopeful view, based on the prog- 
ress of the last few years.] 
Woops (Robert A., editor). Ameri- 
cans in : a settlement 
residents and associates 
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Boston: Houghton, Mifflin & Co. 
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delle tariffe delle strade ferrate 
1901. (Ministero dei lavori pub- 
blici.) Rome. 1902. Svo. pp. 
529. 


In Periodicals. 


ApAms (H. C.). The Report of the 
Industrial Commission. ‘lrans- 
portation. Yale Rev., Nov. 

CAPPELLI (R.). Trasporti e ric- 
chezza. Nuova Antol., Nov. 

Cramp (C. H.). British Subsidies 
and American Shipping. North 
Amer. Rev., Dec. 

JARAY (G. J.). La question du 
rachat et la gestion financiére des 
chemins de fer de l’état francais. 
Annales des Sci. Pol., Nov. [Op- 
poses government ownership. ] 


\ 
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Law (S.). The Tangle of London 
Locomotion. Nineteenth Century, 


Dec. 

LEyEN (A. v. d.). Zur Eisenbahn- 
frage in Frankreich. Archiv f. 
Eisenb, 1902, Heft 6. 

Newcoms (H. T.). The Commis- 
sion and the Railways. Pol. Sci. 
Quarterly, Dec. [A _ hostile re- 
view of the Industrial Commis- 


VII. FOREIGN TRADE 


ARVEY (E. d’). Vers la colonisa- 
tion. Paris: Vannier. 1902. 18mo. 
pp. 300. 3 fr. 

AspPE-FLEURIMONT (L.). La coloni- 
sation francaise avec des observa- 
tions spéciales sur |’ Afrique occi- 
dentale. Paris: Giard et Briére. 
1902. 8vo. 2 fr. 

Bunzeu (Dr. Jul.). Studien zur 
Sozial- u. Wirtschaftspolitik Un- 
garns. OBeitriige zu den aus- 
gleichs- u. Zolltarifverhandlungen 
zwischen Oesterreich u. Ungarns. 
Leipzig: Duncker & Humblot. 
1902. 8vo. pp. 238. 4.80 m. 

Denancy (E.). Philosophie de la 
colonisation. Paris: Bibliotheque 
de la Critique. 1902. S8vo. pp. 
249. 3.50 fr. 

ENGEL (M. von). O6cesterreich-Un- 
garn im Welthandel. Auf grund- 
statist. Materialien, offizieller Mit- 
ieilgn. u. Berichte bearb. Vienna: 
Manz. 1902. 8vo. pp. 210 and 
tables. 4.60 m. 

GEERING (Dr. T.). Die Handels- 
politik der Schweiz am Ausgang 
des XIX. Jahrhunderts. Berlin: 
J. Guttentag. 1902. S8vo. pp. 
213. 5m. 

[Schriften d. Centralstelle f. 
Vorbereitung v. Handelsvertriig- 


en. 
Hoxsson (J. A.). Imperialism: A 
Study. New York: James Pott 
& Co. 1902. 8vo. pp. 400. $2.75. 
[A powerful indictment of im- 
perialism on economic and other 
grounds. An interesting analysis 
of the value of colonial and tropi- 
cal trade. ] 
Jonas (Dr. Steph.). Handelspolit- 
ische Interessen der deutschen 
Ostseestidte 1890-1900. (Getreide- 


sion’s Final Report on Transpor- 
tation.] 

ScuuuzE (A. W.). Die Fahrge- 
schwindigkeit der Schnellzuege 
auf amerik. u. deutsch. Eisen- 
bahnen. Archiv f. Eisenb, 1902, 
Heft 6. 

Witson (H. W.). English Rail- 
ways: Do they earn their Divi- 
dends? Nat. Rev., Oct. 


AND COLONIZATION. 


handel, Miihlenindustrie, Holz- 
handel, u. Reederei.) Stuttgart: 
J. G. Cotta Nachf. 1902. 8vo. 
pp. 99. 2 m. 

[In Miinchener volkswirtschaft- 
liche Studien. ] 

KeEstNER (F.). Die deutschen Ei- 
senzolle 1879 bis 1900. Leipzig: 
Duncker & Humblot. 1902. 8vo. 
pp. 141. 3.40 m. 

[In Schmoller’s Forschungen. ] 

LE CHATELIER (A.). Questions 
d’économie coloniale. Lettres a 
M. Eug. Etienne, vice-président 
de la Chambre des députés. Paris: 
Challamel. 1902. i16mo. 3.50 fr. 

L’Institut INTERNATIONAL Co- 
LONIAL DE BRUXELLES. Le ré- 

ime foncier aux colonies. Tome 
Paris: Challamel. 1902. 8vo. 
20 fr. 

MeETZLER (Handelsk.-Sekr. Ludw.). 
Ruminien, seine Handelspolitik 
u. sein Handel 1890-1900. Alten- 
burg: O. Bonde. 1902. 8vo. pp. 
66. 2m. 

MULuiER (Gust.). Die chemische 
Industrie in der deutschen Zoll- 
und Handelsgesetzgebung des 19 
Jahrhunderts. Ein Beitrag zum 
Studium der deutschen Wirt- 
schaftsgeschichte. Berlin: R. 
Gaertner. 1902. 8vo. pp. 448. 


m. 
[The author is Geheimer Regier- 

ungs-Rat and vortragender Rat. ] 

Perritscn (Dr. L.). Die Theorie 
von der sogenannten giinstigen 
und ungiinstigen Handelsbilanz. 
Graz: Leuschner & Lubensky. 
1902. 8vo. pp. 210. 3m. 

UNSIGNED. Atti della commissione 
per il regime economico doganale. 
Part I. 1902. 
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Deals with Cai om VIII. 
= ) , F- the Italian tariff.] 
Unis d’Europe et 

“Ia ¢ e. d’ Alsace - Lorraine. 
Paris: Soc. parisienne d’édition. 
1902. 8vo. 3.50 fr. 

[Advocates the necessity of a 
ee federation. ] 
Movimento commerciale 
del regno d’ Italia nell’ anno 19v1. 
(Ministero delle finanze.) Rome. 
1902. 4to. pp. 1200. 
Tableau du mouvement 
commercial sur l’importation et 
exportation ‘entre l’empire Otto- 
man et le port de Génes pendant 
Vannée 1901. Genoa. 1902. 4to. 
pp. 29. 

In Periodicais. 


Baton (C.). Landwirtschaft und 
Kolonisation im spanischen Siid- 
amerika. Jahrb. f. Gesetzg, 1902, 
Heft 4. [Continued.] 








BasTaBLeE (C. F.). An Imperial 
Zollverein with Preferential Tar- 
iffs. Econ. Journ., Dec. [“‘A 
reversal of the sane and sober 
policy of the last fifty years.’’] 

GiRETTI (E.). La nuova politica 
commerciale dell’ Italia ed il con- 
gresso delle societi economiche 
a Torino. Giorn. degli Econ., 
Nov. 

Mo.eswortH (G. L.). The Real 
Object of the Corn Laws. Nine- 
teenth Century, Dec. [Urges 
higher duties in England. ] 

PoHLe (L.). Deutschland am 
Scheidewege. Jahrb. f. —o 
1902, Heft 4. [Reply to article 
by Dr. Weber in Heft 3.] 

Smita (Alfred). The American In- 
vasion of Canada. Econ. Rev., 
Oct. 

WiLxkinson (H. S.). Does War 
— Starvation? Nat. Rev., 

ov. 


VIII. MONEY, BANKING AND EXCHANGE. 


* CLEVELAND (F. A.). Funds and 
their Uses. New York: D. Ap- 
oe © | & Co. 1902. 12mo. pp. 


[A very — book, con- 
talaing illustrations of the forms 
of credit instruments, and a very 
fn meral description of the various 

ancial institutions of the United 


tates. | 

Davis. _, McF., Ed.). Tracts 
to the Currency of the 
eee usetts Bay. New York: 
ggg -_7 & Co. 1902. 
“ti - results oh ee 
thoro ng investigation 
GopEeT (M.). “Bas Problem der 
Zentralisation des schweizerisch- 
en Banknotenwesens. Leipzig: 
Duncker & Humblot. 1902. 8vo. 

p. 91. 2.20 m. 

{In Schmoller’s Forschun Qo 
Jais (M.). La banque de |’Algérie 
et le crédit agricole. Paris: Rous- 
-seau. 1902. &vo. pp. 188. 

[am =. om 
stgese ten. tuttgart 
J. G. Cotta Nachf. 1902. 8vo. 

pp. 172. 3.60 m. 


Kerr (A. W.). History of Banking 
in Scotland. London: Black. 
1902. Svo. pp. 348. 7s. 6d. 

[Second edition, revised and 
brought to date. ] 

LEVASSEUR (E.). Mémoires sur les 
monnaies du régne de Francois 
le, Paris: Impr. Nat. 1902. 
4to. pp. 237. 

MEYER (Dr. Alf.). Die deutschen 
Bérsensteuern 1881-1900. Ihre 
Geschichte und ihr Einfluss auf 
das Bankgeschaft. Stuttgart: 
J. G. Cotta Nachf. 1902. 8vo. 
p. 86. 2m. 

In Miinchener volkswirtschaft- 
liche Studien. ] 

REINACH (T.). L’histoire par les 
monnaies. Essais de numisma- 
tique ancienne. Paris: Leroux. 
1902. 8vo. 10 fr. 

SpirzMULLER (Minist.-R. Alex.). 
Die oesterreich-ungarische Wahr- 
ungsreform. Vienna: W. Brau- 
= ler. 1902. 8vo. pp. 120. 


m. 
Voyre (Dr. E.). Ueber die Héhe 
der verschiedenen Zinsarten u. 
ihre rere ong Abhangigkeit. 
Die Entwicklg. des Zinsfusses in 


























Preussen von 1807 bis 1900. Jena: 
G. Fischer. 1902. 8vo. pp. 102. 
2.50 m. 

[In Conrad’s Sammlung nation- 
alok. u. stat. Abhdign.] 

WARREN (H.). Story of the Bank 
of England: A History of English 
Banking and Sketch of the Money 
Market. London: Jordan. 1902. 
8vo. pp. 258. 3s. 6d. 

[Of little economic value. ] 

Waite (Horace). Money and Bank- 
ing. Boston: Ginn & Co. 12mo. 
pp. 474. $1.50. 

[Second edition, largely rewrit- 
ten, containing much new matter. } 

UNSIGNED. Disconto-Gesellschaft, 
die, 1851-1901. Denkschrift zum 
50 jahr. Jubilaium. Berlin: J. 
Guttentag. 1902. 8vo. pp. 282 
and tables. 10m. 


In Periodicals. 


Conant (C. A.). The Growth of 
Trust Companies. Amer. Rev. of 
Rev., Nov. 
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. The Treasury and the 
Money Market. Amer. Rev. of 
Rev., Jan. 

Cooke (J.). Decade of American 
Finance. North Amer. Rev., 
Nov. 

NewFrane (0.). Analysis of a 
— Report. Bankers’ Mag., 
ct. 

Noyes (A. D.). Recent Devel- 
opments in Finance. Forum, 





ct. 

Pupor (H.). Die Hypothekarkredit- 
enossenschaften in Dianemark. 
ahrb. f. Nat. Oek., 24, Heft 5. 

Sykes (E. W.). The Growth of 
London as the Financial Centre of 
the World. Journ. Inst. of Bank- 
ers, Oct. 

VANDERLIP (F. A.). Conservative 
Word of Warning regarding the 
Financial Situation. World’s 
Work, Dec. 

UnsienEepD. Die Entwicklung des 
Preisniveaus in den _ letzten 
Jahren. Jahrb. f. Nat. Oek., 24, 
Heft 5. 


IX. FINANCE AND TAXATION. 


ANTHEAUME (A. et L.). Les bouil- 
leurs decru. Paris: Naud. 1902. 
8vo. pp. 291. 4 fr. 

[Criticises the system of distil- 
lers’ privileges allowed in France.] 

Bonaup1 (G.). Tasse sulle assicu- 
razioni. Venice. 1902. 8vo. 
pp. 104. 21. 

Jupson (F. N.). A Treatise on the 
Power of Taxation, State and 
Federal, in the United States. 
St. Louis: The F. H. Thomas 
Law Book Co. 1903. 8vo. pp. 
868. 

(The author, a member of the 
St. Louis bar, aims ‘‘ to show the 
limitations of the taxing power of 
the State and of the Federal Gov- 
ernment so far as these limitations 
have been declared and expounded 
by the Supreme Court of the 
United States. ... These limita- 
tions fix what the State can tax. 
... What it ought to tax is a 
question for economists and re- 
formers.’’] 

Képre (Dr. Hans). Die Reichsfi- 





nanzreform. Leipzig: C. L. 
Hirschfeld. 1902. 8vo. pp. 187. 
3 


m. 

May (R. E.). Das Grundgesetz 
der Wirtschaftskrisen und ihr 
Vorbeugmittel im Zeitalter des 
Monopols. Berlin: F. Diimmler. 
1902. S8vo. pp. 153. 2m. 

N. B. Zur Kritik der Kritik des 
Systems des russischen Finanz- 
ministers. Berlin: H. Steinitz. 
1902. 8vo. pp. 23. .80m. 

NEYMARCK (A.). Finances con- 
temporaines. Tome I. Trente 
années financiéres. 1872-1901. 
Paris: Guillaumin. 1902. 8vo. 
7.50 fr. 

Pryrone (G.). Sulla graduale 
abolizione del debito pubblico. 
Milan: 1902. 8vo. pp. 23. 

RouRBACH (P.). Das Finanzsystem 
Witte. Berlin: G. Stilke. 1902. 
8vo. pp. 71. 1m. 

[Reprint from Preussische Jahr- 
biicher. ] 

Row-Foeo (R.). An Essay on the 
Reform of Local Taxation in 
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England. London: Macmillan 
Co. 1902. 8vo. pp. 412. 6s. 

Scuwarz (O.) und Srrutz (G.). 
Die direkten und indirekten Steu- 
ern (Preussens). Berlin: J. Gut- 
— 1902. 8vo. pp. 368. 

m. 

STEIGER (Dr. J.). Grundziige des 
Finanzhaushaltes der Kantone 
und Gemeinden. Hrsg. unter 
Mitwirkg. des eidgendss. statist. 
Bureaus u. Kantonaler Behérden. 
Bern: A. Francke. 1908. 8vo. 


pp. 631. 8m. 

Stern (H.). Bibliographie de l’im- 

~ sur le revenu. (Extrait du 
ibliographie moderne, mai-aoit, 
1900.) Paris: Picard. 1900. 

Sypow (Dr. G.). Theorie und 
Praxis in der Entwicklung der 
franzésischen Staatsschuld seit 
1870. Mit e. Vorwort von A. 
Wagner. Jena: G. Fischer. 1903. 
8vo. pp. 225. 5m. 

TissiIER (T.). Traité des contribu- 
tions indirectes. Paris: Dupont. 
1902. 8vo. 6 fr. 

[A detailed statement of exist- 
ing indirect taxes in France.] 


In Periodicals. 


AusTIN (0. P.). Public Debt of the 
United States. North Amer. Rev., 


Oct. 

BovER (Jos. v.). Ueber Steuer- 
vergehen. Finanz-Archiv, 19, 2. 
(Continued. ] 

BICKERDIKE (C. F.). Taxation of 
Site Values. Econ. Journ., Dec 
[Cobden Prize Essay, 1902. ] 

DENKSCBRIFT d. konigl. siichs. Fi- 
nanz-ministeriums, die Weiter- 
fiihrung der Reform der direkten 
Steuern betr. Finanz- Archiv, 
19, 2. 

DENKSCHRIFT des siichsischen Min- 
isteriums des Inneren, betreffend 
die Besteuerung der Grossbetriebe 


xX. INDUSTRIAL 


BARBIER (R.). De la dation en 
nantissement des fonds de com- 
merce. Paris: Rousseau. 1902. 
8vo. 2.50 fr. 

Brants (V.). La petite industrie 


= | rman Finanz-Archiv, 

, 2. 

Ferraris (C. F.). Le leggi fi- 
nanziarie inglesi in ordine al 
bilancio. Riforma Sociale, Dec. 

FERRARIS (M.). Popolo smunto, 
diminuiamo le tasse! Nuova An- 
tol., Nov. 

GARELLI (A.). L’ imposta person- 
ale di fronte ai carichi di famiglia. 
Riforma Sociale, Dec. 

HECKEL (von). Zur Entwickelung 
der russischen Reichsfinanzen. 
— f. Nat. Oek., 24, Heft 


KAYSER. Die Schulden’_ des 
Deutschen Reichs in rechtlicher 
Beziehung. Finanz-Archiv, 19, 2. 

MANICKE (A.). Zur Reform der 
deutschen Branntweinsteuer, mit 
bes. ee ge des land- 
wirtschaftlichen etriebes. Fi- 
nanz-Archiv, 19, 2. 

MEISEL (Franz). Das Strafrecht 
der oesterreichischen Einkom- 
mensteuer. Finanz-Archiv, 19, 2. 

MyYRBACH (F. von). Zur Steuer- 

schichte Tirols. Finanz-Archiv, 


9, 2. 
PLEHN (C. C.). The Report of the 
Industrial Commission. Taxa- 
tion. Yale Rev.; Nov. 
SIEGHART (R.). Das oesterreich- 
ische ——— in den letzten 30 
Jahren. nanz- Archiv, 19, 2. 
SIEVEKING (H.). Die geplante 
liibeckische Geschiftssteuer  u. 
ihre Bedeutung in dem Staats- 
haushalt Liibecks. Finanz- Ar- 
chiv, 19, 2. 
Soporrsky (G.). Die direkten 
Steuern Belgiens. Finanz-Archiv, 


19, 2. 

Die Personalsteuer in den 
Niederlanden. Finanz - Archiv, 
19, 2. 

- Das russische Stempelsteuer- 
gesetz vom 10 Juni, 1900. Finanz- 
Archiv, 19, 2. 








ORGANIZATION, 


contemporaine. Paris: Lecoffre. 
1902. 12mo. pp. 230. 2 fr. 
[Examines the dangers which 
menace the small industry and the 
measures designed to protect it.] 
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LaBBRO (V.). I sindicati industri- 
ali dal punto di vista economico e 
sociale. Turin. 1902. 8vo. pp. 108. 

[A Turin dissertation. | 

Sarnt Leon (E. M.). Les cartells 
et les trusts. Mulhousen: Boder. 
1902. 8vo. Brochure. 

Sutro (E.). Die kaufmiinnische 
Krediterkundigung. Leipzig: 
Duncker & Humblot. 1902. 8vo. 
pp. 99. 2.40 m. 

[In Schmoller’s Forschungen.] 

VALENTI(G.). L’ associazione co- 
operativa. Contributo alla teoria 
economico della cooperazione. 
Modena, 1902. 4 

Wyman (Bruce). Cases on Re- 
straint of Trade. Parts I. and II. 
Cambridge: Harvard Law Rev. 
Pub. Assoc. 1902. 8vo. pp. 
216. $1.75. 

[Parts of a case book for use of 
a class in economics on the Prin- 
ciples of Law in their Application 
to Industrial Problems. The 
cases are selected with great care 
and are analytically arranged and 
classified. Will make a valuable 
reference book for the general 
student of industrial problems. ] 

UNSIGNED. Congresso nazionale 
delle associazioni e gruppi indus- 
triali e commerciali [held at Flor- 
ence May 14-17, 1902; steno- 
graphic report]. Florence. 1902. 
Svo. pp. 382. 51. 


In Periodicals. 


ANONYMOUS. Government and 
Trade. Edinb. Rev., Oct. 

BripGE (J. H.). Trusts as their 
Makers view them. World’s 
Work, Nov. 

CHESWELL (F. H. P.). The Trans- 
vaal Labor Problem. Nat. Rev., 
Nov. [Favors white labor.] 

CLARK (J. B.). Latest Phase of the 
Trust Problem. Nat. Mag., Oct. 


CoRNELISSE (C.). Influence of 
Trusts and Monopolies on the 
Market. Revue Soc., Oct. 

CUNNINGHAM (W.). The Localiza- 
tion of Industry. Econ. Journ., 


Dec. 

Day (D. T.). Retail Coal Trade. 
Nat. Geog. Mag., Nov. 

EvuLENBURG (F.). Die gegenwirt- 
ige Wirtschaftskrise. Jahrb. f. 

at. Oek., 24, Heft 3. 

Forp (W. F.). A Natural Outcome 
of Protection. Econ. Rev., Oct. 
[The American trust.] 

MARVIN (W.L.). The Great Ship 
** Combine.”’ Amer. Rev. of 
Rev., Dec. 

MaTHESON (E.). Factory Depre- 
ciation. Cassier’s, Nov. 

Monteomery (H. E.). Control of 
“Trusts.” Green Bag, Oct. 

Netson (H. L.). The So-called 
Steel Trust. Century, Dec. 

Parties (L.). Mammoth Trusts 
and Municipal Trading. Nine- 
teenth Century, Nov. 

RAFFALOVICH (A.). Les syndicats 
industriels en Autriche. Journ. 
des Econ., Sept. 

Les trusts et les syndicats 
industriels en Angleterre. Journ. 
des Econ., Nov. 

Rosrnson (M. H.). The Report 
of the Industrial Commission. 
Trusts. Yale Rev., Nov. 

SAcCHER (H.). Die Kartellorganisa- 
tion der russischen Zuckerindus- 
trie auf Grund des Steuergesetzes 
von 1895. Finanz-Archiv, 19, 2. 

ScuusteR (E. J.). State Supervi- 
sion of Insurance Companies in 
Germany and elsewhere. Econ. 
Journ., Dec. 

SmiTtH (Minna C.). Reorganizing 
Industries. World’s Work, Dec. 
Yarros (V.S8.). The Trust Prob- 
lem Restudied. Amer. Journ. of 
Sociol., July. [Nothing new dis- 

covered. ] 





XI. ECONOMIC HISTORY. 


ApAmMs (Brooks). The New Em- 
pire. New York: Macmillan. 
12mo. pp. 243. $1.50. 

[Traces, in a comprehensive 
manner, the economic causes 


which have contributed to the 
rise and fall of past empires, and 
points out how these causes are 
making America the new centre 
of industrial civilization. ] 
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Bernorr pu Rey (E.). Recherches 
sur le politique coloniale de Col- 
bert. : Pedone. 1902. 8vo. 
pp. 278. 6 fr. 

Espinas (G.). Les finances du la 
commune de Douai, des origines 
au XVé® siecle. Paris: Picard. 


1902 
GruntT1 (B.). Appunti statistici ed 
economici sulla contabilita porto- 
ferraiese dal 1806 al 1815. Bologna. 
1902. 8vo. pp. 80. 
[Deals with the Napoleonic ad- 
ministration. | 
JOUVENCEL (H. De). Lecontréleur 
général des finances sous |’ancien 
régime. Paris: Larose. 1901. 8vo. 


pp. 430. 
Larice (R.). Storia del commercio 
(Manuale Hoepli). Milan. 16mo. 


pp. 336. 31. 

Le CORBEILLE (A.). Histoire du 
port de Rouen et de son com- 
merce. Rouen: Schneider. 1902. 
8vo. pp. 354. 4 fr. 

Mowry (W. A.). The Territorial 
Growth of the United States. 
New York: Silver, Burdett & Co. 
12mo. pp. 237. $1.50. 

[Optimistic as regards the pres- 
ent outlook in view of the results 
of past acquisitions of territory. ] 

Negeri (P.). La com ia dei 
minusieri 1636-1902. T . 1902. 


p. 47. 

Rogers (J. E. T.). A History of 
Agriculture and Prices in England 
from the Year 1259 to 1793. Vol. 
VIL., Part 2, 1703-1793. London: 
Frowde. 1902. 8vo. pp. 998. 50s. 

[Edited by A. G. L. rs.] 

*SELIGMAN (E. R. C.). The Eco- 
nomic Interpretation of History. 
New York: Macmillan. 1902. 

[A general critical survey of 
oa of economic interpreta— 
on. 


Snow (A. H.). The Administra- 
tion of Dependencies: A Study of 
the Evolution of the Federal Em- 
pire, with Special Reference to 
American Colonial Problems. 
New York: G. P. Putnam’s Sons. 
1902. 8vo. pp. 619. 

[Beginning with the inception 
of American colonies in 1584, the 
author examines the European 
and American theories and prac- 
tices through the period of the 
American Revolution to the pres- 
ent time, showing that the ‘‘ Fed- 
eral Empire” is an old idea. ] 

Sorsa (S. La). La compagnia d’Or 
San Michele, ovvero una pagina 
della beneficenza in Toscana nel 
secolo XIV. Trani. 1902. 8vo. 
pp. 276 4501. 

Yver (G.). Le commerce et les 
marchands dans I’Italie méridi- 
onale au XIII¢ et au XIV*® siécle. 
Paris: Fontemoing. 1903. 8vo. 


pp. 447. 


In Periodicals. 


Hueues (A.). A Derbyshire Far- 
mer’s Budget, 1723, 1724. Econ. 
Journ., Dec. 

Kiea (Kanju). Aus der Handels- 
eschichte Japans. Jahrb. f. Nat. 

k., 24, Heft 5. 

Lupwie (G.). Contratti fra lo 
stampador Zuan di Colonia ed i 
suoi soci e Inventario di una parte 
del loro magazzino. Miscellanea 
di storia veneta. Serie II., Vol. 
VII. 

OLSHAUSEN (Dr.). Geschichte des 
Bettelwesens. Jahrb. f. Gesetzg., 
1902, Heft 4. 

PorENA (F.). Flavio Gioja, inven- 
tore della bussola moderna. 
Nuova Antol., Nov. 


XII. DESCRIPTION OF INDUSTRIES AND RESOURCES. 


Bexer (F.) and Leoni (G.). 
Banchi, commercio, industrie, 
richezze e sistema monetario degli 
Stati Uniti del Venezuela. Turin: 
1902. 4to. PP. 24. 

Bropnirz (Dr. G.). Vergleichende 
Studien iiber Betriebsstatistik und 


Betriebsformen der englischen 
Textilindustrie. Jena: G. Fischer. 
1902. 8vo. pp. 93. 2.50 m. 

Brousseau (G.). Les richesses de 
la Guyane francaise. Paris: Ru- 
deval. 1902. S8vo. pp. 244. 10fr. 
BrunuHes (J.). L’irrigation, ses 
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conditions géographiques, ses 
modes, et son organisation dans 
la péninsule Ibérique et dans 
l’ Afrique du Nord. Paris: Naud. 


1902. 8vo. pp. 580. 
Dron (R. W.). The Coal Fields of 
Scotland. Edinburgh: Blackie. 


1902. 8vo. pp. 376. 165s. 
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